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A Banker’s Diary 


Mid-June—Mid-July 


THe end of the half-year was passed very comfortably, 
and there was very little market borrowing at the Bank 
of England. As usual Treasury bill pay- 
The ments and maturities were so dated at the 
Money 
Stostost end of June as to leave the market well 
supplied with funds, while thrusting upon 
the Government the need for borrowing at the Bank. 
This was done by concentrating maturities of old bills 
on June 28 to 30 of that week, while deferring payment 
for new bills until July 1 to 3. In consequence the 
Treasury had to borrow £49:3 millions on Ways and 
Means from the Bank of England on June 30. This 
money was duly repaid the following week, and during 
July conditions have been normal. The banks have 
resumed bill purchases after holding off the market 
during June, but conditions have been very quiet and 
rates are now back to their minimum level of } per cent. 
for Treasury bills and }3% per cent. for fine 4 ink bills. 
Every effort is being made to maintain cheap and plen- 
tiful credit, and in the middle of July there was some 
special buying of October Treasury bills designed to 
compensate for a temporary excess of Treasury Dill 
payments over maturities. The increase in the Exchange 
Equalisation Account has so far had no effect upon the 
market for the additional resources of the Account 
consist for the moment of tap Treasury bills issued 
for the purpose. 


HE wider implications of the increase of £200 millions 
in the Exchange Equalisation Account are discussed in a 
special article, but it is useful to note here 

Treasury the effect upon the volume and distribution 
Bill Issues of Treasury bills. Unfortunately the in- 
crease in the Exchange Account coincided 

with the payment of the final call of £50 millions on the 
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National Defence Bonds, many of which are held by the 
public departments, and also with the end of the half- 
year. To eliminate the second disturbance it is best to 
make a three-weeks’ comparison, and this is done in the 


following table :— 
June1g July 10 
(£ millions) 
Treasury bills— 





(a) issued by tender a « .. 545°0 552°0 

(b) tap issues i os ages 310°4 
Ways and Means Adv ances 

(a) by Public Departments... i: @ee% 17°4 

(b) by Bank of England 2°2 — 





Total floating debt .. a .. 705°6 885-8 


Broadly speaking, the floating debt has increased by 
{180 millions, while the floating assets of the departments 
(i.e. tap issues of Treasury bills plus advances by the 
departments) have increased by {175 millions. The 
latter increase represents roughly the {200 millions of 
new Treasury bills issued to the ‘Exchange Equalisation 
Account, less the departments’ share of the Defence 
Bonds call; for the payment of the latter automatically 
reduces their floating assets. The £180 millions increase 
in the floating debt arises not only from the above 
changes, but also from this three weeks’ revenue deficit 
of £21 millions off-set by Defence Bond calls received 
from the general investor. There must be other impon- 
derables, and these calculations are far from complete. 
Meanwhile there has only been a moderate increase in 
tender issues of Treasury bills, but if the Exchange 
Account has to apply part of its new assets to the pur- 
chase of gold, the expansion in the issue of Treasury 
bills by tender will become more marked. 


THE note circulation continues to expand with hardly a 
check. The total increase between June 2 and July 14 
was from £475-°6 to £493°4 millions and 


ao, during the holidays it will almost certainly 
ce ov rise above {£500 millions. To offset the 


increase the Bank bought during this 
period {5-2 millions of gold, but, nevertheless, the Bank’s 
Reserve has fallen from £40°5 to £33°9 millions and the 
Proportion of Reserve to outside liabilities in the banking 


M 





124 THE BANKER 


department from 29-6 to 22-7 per cent. There has also 
been a reduction of £20 millions in bankers’ deposits, but 
this is partly due to a different cause and as we show in 
in a later note joint-stock bank cash had up to the end of 
June been well maintained. On the other hand, unless 
remedial measures are taken, joint-stock bank cash may 
show a decrease in July, while in any case the Proportion 
at 22-7 per cent. is unusually low. In the middle of 
July, therefore, it looked as if it might be advisable for 
the Bank to take over some more gold from the Exchange 
Equalisation Account in order to offset the increase 
in the note circulation and replenish its Reserve. 


THE London market was vitally affected by the new 
changes in the franc. Following the closure of the 
Paris Bourse and the suspension of all 

Pw dealings in francs during June 29 and 30, 
Exchanges it was announced that the franc had been 
divorced from gold. Consequently after 

closing at Frs. 110}} to the pound on June 28, dealings 
were resumed in July at Frs. 128%. For a short time this 
new rate was successfully held, and a temporary repatria- 
tion of funds to France enabled the French Control to 
recover a small amount of gold. Later in the month 
fresh doubts arose, and for several days the French 
Control abandoned any attempt to support the franc 
with the result that sterling rose to Frs. 133. Three 
months’ francs also went out to the very wide discount 
of Frs. 6}, equal to over 18 per cent. per annum, bringing 
the three months’ rate up nearly to Frs. 140. The French 
Control then came in again and brought the spot rate 
back to Frs. 131, but it later relapsed to Frs. 135, 
and with the Control’s attenuated resources there is 
much to be said for letting the franc find its natural 
level without delay. The general French position is 
discussed on a later page. The dollar has also developed 
weakness, for the spot rate for sterling has risen to over 
$4:98. Forward dollars, however, remain at a premium. 
At the moment there is only a limited commercial 
demand for dollars, while on the other side there has been 
a considerable transfer of French funds from New York 
to London. Gold purchases for shipment to the United 
States have also been resumed in the London market, 
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and {11-1 millions of gold were actually shipped itiie 
the first fortnight of July. The United States has also been 
buying gold heavily from Japan, and part of the dollar 
proceeds of these operations have been offered for 
sterling by Japanese interests. A more favourable 
development is the new arrangement under which the 
United States is selling part of its sterilised gold to China 
in exchange for silver, but this of course does not give 
any new direct support to the dollar. Thus it is not 
surprising that the dollar has weakened against both 
sterling and the guilder, while a secondary consequence 
is a slight weakening of the free rate for Argentine 
pesos against sterling, possibly in sympathy with the 
dollar. “In fact, after the depreciation of the franc the 
chief feature of the month has been the greater strength 
of the pound. 


THE main feature of the June average statements of the 
London clearing banks is the increase in cash from 
Sune £232°8 millions in May to £241-3 millions 
Clearing in June. Preparations for the end of the 
Bank half-year only account to a small extent 
Averages for this increase, because they are confined 
to the last few days of June, while the average statements 
cover the whole of the month. The main explanation of 
the banks’ larger cash holdings lies in the War Loan 
dividend and other Government disbursements in early 
June, which transferred about £11 millions of cash from 
public to bankers’ deposits. The Bank’s gold purchases 
during May and June have also served to maintain 
clearing bank cash in the face of the rising trend of the 
note circulation. This has left the banks with more 
room to move, and discounts have risen from {244-4 to 
£259°0 millions, call and short loans from {168-2 to 
{170-9 millions and advances from {952-4 to {£963:4 
millions. Simultaneously deposits have increased from 
£2,255°1 to £2,293°3 millions, and the ratio of cash to 
deposits from 10:3 to 10-5 per cent. Investments have 
fallen from {656-8 to £653-7 millions. The ratio of invest- 
ments plus advances to deposits is still over 70 per cent., 
and so it looks as if the banks have had to reduce their 
investments to make room for their increased advances. 
The ratio of advances to deposits is now 42 per cent. 


M2 








126 THE BANKER 


THE June trade returns show an Leiiaieaatiail on the 
previous month. Imports rose from £83-1 millions in 
May to £88-1 millions in June, and were 

Pall {20-5 millions above their level of June, 
Trade 1936, Raw material imports alone rose by 
{1-8 millions to £27-4 millions, compared 

with {19-3 millions in June, 1936. British exports 
amounted to £44°4 millions, against {42-7 millions in 
May, and £32-1 millions a year ago. Re- “exports at {7-1 
millions showed a slight decrease but were {2-1 millions 
higher than in June, 1936. The returns are agree 


below : : June, 1936 May, 1937 June, 1937 
£ mill. £ mill. £ mill. 
Imports a sis i 67°6 83:1 88-1 
Exports iia i is 32°% 42°7 44°4 
Re-exports .. - oi 5:0 7°4 Ae 
Total exports - ii 37°1 50°1 51°: 


For the half-year imports were valued at £483-4 ‘ilies 
against £402-6 millions in 1936. British exports 
amounted to {251-2 millions, as compared with £207-9 
millions for the same period last year, and re-exports 
stood at {40-6 millions, against £32-4 millions in 1936. 
The adverse trade balance therefore stands at {191-6 
millions, against £162-3 millions a year ago. 


THE Japanese Government has decided to write up the 
Bank ot Japan’s gold stocks of about 531 million yen 
from 1:33 to 3°50 yen per gramme, thus 

“a raising them to 1,400 million yen. The 
a resulting profit will be used to establish an 
Exchange Equalisation Account, part of 

which will be used to buy newly-mined domestic gold 
for shipment abroad. This will help to support the yen, 
and, indeed, heavy shipments of gold have already been 
made to the United States. On the other hand, these 
operations may lead to some further expansion of the 
internal banking position. If the whole of the revalued 
gold is left with the Bank of Japan, the Exchange 
Account receiving a corresponding credit in the Bank’s 
books, then Japan will have a cover of Ioo per cent. to 
her note circulation, so that the technical position will 
be strong enough to permit of some expansion of credit. 
Whether this will happen remains to be seen, just as it 
may not be wholly desirable upon other grounds. The 
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revaluation of the gold is intrinsically justified. The 
new value only corresponds to an exchange rate for 
sterling of 153d. tothe yen, whereas the actual rate is as 
low as 14d. Thus there is still room for a further moderate 
revaluation or alternatively for a reduction in the sterling 
price of gold. The main impression left by this operation 
is that Japan has decided to draw upon the hidden 
reserve formerly existing in the shape of the Bank’s 
under-valued gold, and to use it for the reasonable 
purpose of supporting the yen. This new reserve, 
however, is not inexhaustible. 


THE report of the Australian Banking Commission, 
which was issued as the BANKER went to press, is in no 
way a revolutionary document. It rejects 
The out of hand the Labour Party’s proposals 
aa for nationalisation, and contents itself with 
anking 
Commission Tecommendations for the extension of the 
Commonwealth Bank’s central banking 
functions and with suggestions on certain other points, 
including the foundation of mortgage banks and the 
financing of small industries. It does not even suggest 
that the trading banks should be forced to keep 
minimum balances at the Commonwealth Bank as a 
matter of course. All it says is that the latter institution 
may for a limited period and with the consent of the 
Treasurer require the trading banks to keep balances 
with it of an unspecified size. It regards the present 
rate of exchange with sterling as reasonable and endorses 
the maintenance of the link with sterling. It recom- 
mends that there should be a fiduciary note issue 
normally fixed at {60 millions (Australian), but subject 
to limited increases with the consent of the Treasury. 
It also recommends the continuance of the present 
voluntary Exchange Mobilisation Agreement with the 
leading banks, with contributions to remain in excess of 
Australia’s external debt service requirements. Other- 
wise the cabled summaries so far available say little on the 
difficult question of London funds. The report, however, 
recommends that more information should be regularly 
available as to the size of London funds. On the 
whole, the report appears to be an endorsement of 
Australia’s present banking system. 
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The Banking Half-Year 
"| os accounts of the clearing banks for June 30 last 


shows that the upward trend of cash and deposits 
has continued during the preceding twelve months, 
but otherwise there are points of contrast between the 
experience of the year ended June 30, 1937, and that of 
the preceding twelve months. The main difference is 
that for the year up to June 30, 1936, the increase in 
deposits was off-set by increases in the banks’ advances 
and also in their discounts. For the past year the off- 
setting increase is in advances alone. Investments are 
mainly unchanged, while discounts are definitely lower. 
To appreciate these movements, the first need is to 
examine the position of the Bank of England. This is 
shown in the following table. The week immediately 
prior to the end of the half-year is selected for purposes of 
comparison, so as to avoid the distortion due to the 
joint-stock banks’ calling on the last day of the half-year 





Mseif :— June 26, June 24, June 23, 
1935 1930 1937 
f{mn. {mn. £{mn. 

Gold in Bank 7 dia oa Eee? 216°3 3264 

Notes in Circulation és .. 396-9 434°8 483°7 

Banking Dept. Reserve or .. 560°5 42°5 43°6 

Banking Dept. Securities .. .. 18-8 123°7 122-0 

Bankers’ Deposits... er = 2Og-4 go-8 95°0 

Proportion .. a By 35°8% 28-6% 29°5% 


‘The main change in the Bank of England’s position 
is the enormous increase in its gold holdings, which 
during the past year alone amounts to £110 millions. 
£65 millions of this increase took place last December, 
and was largely off-set by a reduction of £60 millions in 
the fiduciary note issue. Here the object was to relieve 
the Exchange Equalisation Account of part of its gold, 
and this operation clearly foreshadowed the recent 
enlargement of the Account itself. The remaining £45 
millions of the increase in the Bank’s gold holdings was 
required to balance the expansion of £49 millions in the 
note circulation, due to active trade and rising prices at 
home; to the increased till-money requirements of the 
joint-stock banks; and to the continuance of French 
hoarding of British currency. Without these fresh gold 
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acquisitions by the Bank, there would have been a 
serious and deflationary contraction in both the Bank’s 
Reserve and in bankers’ deposits—that is, in joint-stock 
bank cash. As matters stand, both the Reserve and 
bankers’ deposits have risen slightly during the year. 
This is entirely due to the Bank’s gold acquisitions, and 
so it is clear that the authorities have continued their 
policy of making credit cheap and plentiful. 

We come now to the position of the joint-stock 
banks themselves. The first table gives their deposits ; 
cash (including balances with other banks and a in 
course of collec tion) ; : and money at calla 








| 
} 
| 








Deposits, Cash, | Money at Call and 

etc. Balances, etc. | Short Notice. 

1936 1937 | 1936 1937 | 1936 | 1937 

mn. | £mn. {fmn. | {mn. {mn fmn. 

Barclays si od 414°2 429°6 61-8 65:2 | 23:6 | 26-0 

Lloyds .. we .. | 395°6 | 413°1 | 60°5 64°3 | 25°2 | 27°4 

Midland we 407°5 | 487°6 | 61°4 66:9 | 26:6 | 35:8 

National Provincial | 308-2 | 312°5 39°1 42:O | 25°1 20°7 

Westminster .. .. | 356°4 | 364-9 | gorr | 51°8 29:0 | 26°5 

Coutts .. ate on | 236 24°5 2r | =3°3 3°4 1-6 

Glyn Mills ‘a a 38-2 41°4 6:7 | 7-9 | 8-1 12-9 

Martins a ied 92:0 | 90-2 14°3 140 | 5:0 5°4 

District oi cs 74°9 76:8 9°8 10°5 | 5°4 7°8 

The National .. “ 37°7 38-1 4°5 4°2 4°4 4°I 

William Deacon’s ce 35°9 30°5 6-1 0-2 6°4 5°4 
Yorkshire Penny Bank | 36:6 | 38-0 g*2 9°4 , . 


| 
| 





* Inc luded in cash ond balances. 


The expansion in both deposits and cash, etc., is 
common to practically all the banks. It is not easy to 
say exactly where the banks’ new deposits have come 
from. A certain amount probably consists of French 
money, but French money was equally here a year ago. 
It is more correct and certainly more satisfactory to 
suggest that the increase in deposits is due to the general 
expansion of the credit base and also to the further 
progress of the trade revival. Certainly the demand for 
bank advances has increased, and thanks to their greater 
cash holdings the banks have been able to satisfy it. 
Now an increase in one bank’s advances means that, as 
the money is used by the borrower, there is a general 
expansion in the deposits of all the other banks. There- 
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fore, as all the banks have been lending more, all their 
deposits have been increasing. 

Nevertheless the increase in deposits is by no means 
out of proportion to the increase in cash. Therefore the 
liquidity of the banks remains unimpaired. Call and 
short loans are on the whole higher, but there is some 
variation in the experience of the different banks. This 
increase is a little surprising as tender issues of Treasury 
bills were less than in the previous year while the Stock 
Exchange was very inactive last June. Still the banks 
themselves are holding fewer bills, and so the discount 
market may be holding more. 

The next table gives the chief earning assets of the 


banks :— 





Discounts. Investments | Advances. 








| | 
1936 1937 | 1936 | 1937 | 1936 1937 

| | | | 

| | | 
|} {mn fmn. | mn. {mn {mn {mn 
Barclays a ei 54°60 | 43°6 |} 110-0 107°8 175°5 198-6 
Lloyds .. ‘<a ee 56-3 53°0 105°0 PES*7 | E553 164°5 
Midland “a na.) 2aPe 59°8 121-0 118-0 I9QI°Q | 214°4 
National Provinc jal .. | 41°5 35°5 Sg:0 88-4 121-4 | 133°7 
Westminster .. ii 55°0 44°2 106° 4 112-8 126-5 | 140°] 
Coutts .. és co) =e 3 8-3 3-9 8-4 | I1-o 
Glyn Mills as oe} G5 o-9g 10°6 13°4 | 13°5 74 
Martins | 5°83 3°3 35°9 28-0 | 34°8 43°4 
District | 7:0 RoI 28-8 29°7 | 27°8 29°9 
The National , 8s 15 15°3 15°6 | 15°4 | 16°] 
William Deacon’s I*3 0*3 11°7 2°S8 | «2-5 13°4 
Yorkshire Penny B ank -- 25°9 | 27°7 2°9 2-8 








The drop in Monnet is easy to sanlinteband when it 
is realized that tender issues of Treasury bills fell by 
about £65 millions during the year. This contraction was 
due to a net reduction of £122 millions in the floating 
debt, due in turn to the issue of the December F unding 
Loan and the April National Defence Bonds. {5 

millions of this reduction in the floating debt fell on 
the tap Treasury bills held by the departments, and also 
on their Ways and Means Advances to the Exchequer. 

Here the explanation lies partly in the Exchange 
Equalisation Account’s gold purchases during the year, 
and partly in the support given by the departments to 
the long-term loans referred to above. Still tender 





} 
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issues of Treasury bills were reduced by £65 millions, 
and so the banks are now holding fewer bills. On the 
other hand there has been a w elcome increase during the 
year in the number and size of commercial bills of 
exchange, due both to the rise in world prices and the 
improvement in world trade. 

Investments are in most cases lower than a year ago, 
but in one or two cases the totals are affected by changes 
in procedure. Thus Lloyds Bank in its latest balance- 
sheet includes under investments an item of £3,2 00,615, 
representing “‘investments in other banks.’”’ Simul- 
taneously its former holding of £1,812,015, representing 
its shares in the Bank of London and South America, is 
no longer shown separately. In connection with the last 
item, the absorption a year ago of the former Anglo- 
South American Bank by the Bank of London and 
South America will be recalled. 

Generally speaking investments are lower. This is 

mainly because of the year’s growth in advances, for if 
the banks are lending more they are able to inv est less. 
From the banking point of view this is a satisfactory 
change, for advances were previously too low in relation 
to deposits, while investments were, if anything, too 
high. On the other hand, these changes in trend may 
complicate the Government’s defence borrowing problems. 
More precisely the Government may have to offer the 
investor a slightly higher rate of interest. This in itself 
has its advantages as well as its disadvantages. It 
would certainly be preferable to an enlargement of the 
credit base made solely with the purpose of stimulating 
the banks into adding to their investments. 

The growth in advances also needs careful inter- 
pretation. First of all, Lloyds and Martins Bank employ 
the more detailed form of accounting recommended by 
the Cunliffe Committee, and so in their case advances 
have a narrower and more accurate meaning than is 
the case with the remaining banks. Also at least two of 
the British banks refrained from taking part in the 
French railways’ sterling credit arranged last February 
and still outstanding. In their case, therefore, the year’s 
increase in their adv: ances is less marked. Still, generally 
speaking, there has been a very pleasing expansion in 
advances, which, even after allowing for the upward 
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trend of commodity prices, indicates an improvement in 
trade. 
The final table give es the latest interim div idends :— 

















1935 1930 | 1937 
| 
| Total. Interim. | Total. | Interim. 
| 
| 
‘Yo per | % per 
To annum he | annum 
Barclays re ray ee | 14 14 | 34 
Lloyds “A” ci i a | ‘32 12 | 2 
Midland .. , wie 18* | 16 16 | 16 
National Provincial - 15 15 15 |} 15 
Westminster (£4) ia 20* 18 18 18 
Martins .. a cae 4 14 14 
District .. . ea 163 165 16% | 16% 
William Deacon’s “A” .. 12} 12} 12} 12} 





° ‘Including Centenary Bonus of 2 per cent. 


Once more there has been no change, and there is no 
ground for expecting any alteration in banks’ final 
dividends. The expansion in advances must be bringing 
in fresh revenue to the banks, but rates remain low and 
there is little fresh scope for any reduction in expenses. 
Thus once more shareholders, like the banks’ customers, 
must be content with security. At least they know that 
they have complete safety both of capital and income. 


The Exchange Equalisation 


Account 

HE gold scare has for the moment been abruptly 
terminated by the decision of the British Govern- 
ment to increase the Exchange Equalisation 
Account by £200 millions. This decision, which has since 
been carried into effect, makes it clear not only that 
England is prepared to continue her co-operation with 
France in supporting the franc so far as that is possible, 
but is also prepared to co-operate with the United States 
in absorbing fresh supplies of gold. Thus any apprehen- 








n 
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sion that the United States Administration might either 
curtail gold purchases or unilaterally reduce the price of 
gold has for the moment been removed by this fresh 
evidence that Great Britain will not leave the United 
States to bear the whole burden of the new gold supplies. 

Fresh legislation was needed to increase the Exchange 
Equalisation Account, and this was passed early in July. 
In introducing the financial resolution, which was the 
preliminary to the new bill, Sir John Simon announced 
and carried into effect an important innovation. Hence- 
forward the state of the Exchange Equalisation Account 
is to be published twice a year. This information will 
only be given three months in arrears, that is to say the 
state of the Accounts on March 31 and September 30 
will be announced on June 30 and December 31. This 
delav is essential, for up-to-date information might reveal 
too much of the strength or weakness of other currencies 
which the British Exchange Account is helping to support. 
Indeed, it was suggested to the writer on a recent visit 
abroad that a delay of six months might have been better 
but that instead a quarterly statement of the position of 
the Account might usefully be given. 

Still, this six- “monthly disclosure is by itself very useful. 
The first return, giving the Exchange Account’s gold 
holdings on March 31, 1937, is already available. This 
is as follows :— 

BRITISH STOCK OF MONETARY GOLD. 
Fine ounces. {£ millions.* 


In Bank of England or a -- 73,842,000 516-9 
In Exchange Account .. es .. 26,674,000 186-7 
Total .. .. 100 1516, 000 703°6 





° V alued at 140s. per fine ounce. 


For purposes of comparison the Bank’s gold holdings 
are revalued at approximately the current market price. 
The country’s total gold holdings of £703-6 millions are 
comfortably greater than our present short-term overseas 
liabilities, but the Treasury does not regard them as 
excessive. The growth in our adverse trade balance, 
and the likelihood of a fairly substantial adverse balance 
of payments for the current calendar year, emphasises 
the need for substantial gold reserves. 











134 THE. BANKER 





Granted that the Exchange Account only held 
{186-7 millions of gold and very little foreign exchange 
last March, why was the recent increase necessary? 
Hitherto the size of the Account up to June 30 last was 
thought to be £375 millions, plus or minus accrued 
profits and losses. On this basis, there surely was a large 
margin in hand, even after allowing for the Account's 
admittedly heavy gold purchases during April, May and 
June. The explanation lies in the Bank of England’s 
gold purchases since the inauguration of the Exchange 
Account in 1932. These are paid for by the Bank at 
current market price, and at once written down to the 
Bank’s statutory buying price of 84s. 114d. per ounce. 
The resulting loss has to be borne by the Exchange 
Account. 

The extent of this loss up to March 31 last has already 
been estimated by the Economist at {105 millions. The 
Exchange Account may have created a per contra reserve, 
in anticipation of the ultimate writing-up of the Bank’s 
gold, if and when we return to gold; and various official 
statements tend to support this theory. Still, a reserve 
of this kind, even if it exists, is not available for the 
Account to use in further gold purchases. It does not 
consist of liquid sterling. Therefore the effective size of 
the Account on March 31 was only about £270 millions— 
£186 millions in gold and, by subtraction, £84 millions in 
sterling. This last amount must have been nearly 
exhausted by the Exchange Account’s gold purchases 
during the subsequent three months, and so the expansion 
of the Account had by last June become a necessity. 

What are the future tasks of the Exchange Equalisa- 
tion Account, so far as they can be foreseen? They are, 
at the moment, two in number, connected respectively 
with the dollar and the franc. The recent weakness of 
the dollar is due in part to the repatriation of French funds 
and also to the transfer of more French money from New 
York to London following the fresh depreciation of the 
franc, but it is mainly due to the fact that the United 
States is buying gold in excess of the net influx of funds. 
On current trading account she is no longer a creditor 
nation, while the influx of foreign capital has been 
temporarily checked by dullness in Wall Street and the 
withdrawal of French funds. Yet the United States 
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continues to take gold, for in addition to the resumption 
of purchases in London on American account she has 
lately taken large amounts from Japan. The dollars 
thus acquired by Japanese interests have to some extent 
been sold for sterling and other currencies. Meanwhile 
there has only been a moderate commercial demand for 
dollars and in early July the view was expressed in 
London that the autumn demand would be much less 
than was customary up to a few years ago. 

In these circumstances, the obvious way for the 
British and American authorities to co-operate is for the 
British Exchange Equalisation Account to be in a posi- 
tion to buy gold. Even if these gold purchases are made 
in the London market and not directly from the Ameri- 
can authorities, the effect is the same. For gold which 
otherwise would have been shipped to the United States, 
is bought and held in London, with the result that the 
pressure on the dollaris reduced. Such a policy is directly 
in our own interests. Should sterling appreciate to above 
$5:00 to the £, then sterling will be in danger of becoming 
over-valued to the detriment of our industrial and 
commercial interests. The cost in interest to the British 
authorities and the British tax-payer is a very light 
insurance premium when compared with the cost to 
British industry of an over-valued pound. These facts 
alone are sufficient justification for the enlargement of the 
Exchange Equalisation Account to enable it to buy and 
hold more gold. There is also the problem of the franc, 
but this is of such importance that it must be reserved 
for a separate article. 





The French Outlook 


VENTS in France have recently been moving 
E rapidly. Mr. Blum has resigned and given place to 

M. Chautemps, the franc has been divorced from 
gold and allowed to depreciate, first to Frs. 128 to the 
pound, and, later to Frs. 135, and at the eleventh hour 
a fresh attempt is being made to raise new revenue, to 
effect new economies and to place the Government 
finances upon a sounder basis. It is easy to see why 
M. Blum resigned without delay. As he himself has 
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said, the international situation was not such as to 
justify a prolonged political deadlock in France. Also 
he was faced with the arduous task of having to make 
still one more attempt to rehabilitate the French 
finances, and he may well have preferred to leave it to 
his successor. It is equally easy to see that the change 
in Government has also involved a change in the Gover- 
norship of the Banque de France. M. Labeyrie, the 
former Governor, was a civil servant appointed by 
M. Blum immediately after he took office. The new 
Governor, M. Fournier, has served for many years as 
First Deputy-Governor to the Bank, and possesses con- 
siderable experience of central banking. 

The truth is that at the end of June the late Govern- 
ment had once more reached the end of its financial 
resources. The Treasury had exhausted the proceeds 
of the March Defence Loans, and had to find approxi- 
mately Frs. 30,000 millions by the end of the calendar 
year. The Exchange Fund was also empty, except 
possibly for a few milliards of francs representing gold 
withdrawn from the Banque de France during June. 
The Bank itself had lost so much gold that its reserve 
ratio was down to 47 per cent., or within measurable 
distance of the legal minimum of ‘40 per cent. 

The depreciation of the franc was necessary for 
several reasons. The first was because the French 
authorities could not help themselves. The next was 
that if the Banque de France was to raise its reserve 
ratio, it either had to revalue its gold once more, or else 
regain part of its previous gold losses. The third reason 
is that to bridge its actual and prospective deficit of 
Frs. 30,000 millions, the Government has decided to 
borrow a fresh Frs. 15,000 millions from the Banque 
de France. In our view this new loan can only be repaid 
if the Banque de France’s gold is written up, and the 
profit appropriated by the Government which can then 
use it to repay the Bank. Also in this way the Bank’s 
reserve ratio will again be strengthened. Unfortunately, 
as we go to press we learn that the Banque de France's 
gold has only been written up by a mere Frs. 6,800 
millions, and the proceeds are being diverted to a new 
fund for the defence of rentes instead of being earmarked 
for the repayment of the Banque de France. 
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Thus the depreciation of the franc was inevitable. 
The limit of that depreciation depends upon how far the 
budget can be balanced and upon how much expatriated 
French capital can be tempted back home again. Upon 
this last question also depends the extent to which the 
Government is able to issue fresh long-term loans and 
industry to obtain fresh capital. The fact that a propor- 
tion of French savings are now lodged abroad explains 
many of France’s difficulties. Thus M. Chautemps is 
reported to have said to the French bankers that it 
rests entirely with them whether France has a “ strong ”’ 
franc or a “weak” franc. The fresh depreciation of 
the franc in mid-July to over Frs. 130 may indicate the 
bankers’ choice, but it is much more likely that the 
bankers in their turn cannot help themselves. If their 
customers insist on investing their funds abroad, or in 
requiring their bankers to hold them in dollars or 
sterling, then the French bankers cannot be expected 
to take up franc assets against dollar or sterling deposits. 

Meanwhile a fresh attempt has been made to raise 
new taxation. The new budget is made up as follows :— 


Frs. millions 


Measures against tax evasion 622 
Direct taxation - —“ 2,663 
Indirect taxation ie cs 4,727 
Higher railway charges - 2,500 

Total - - 10,512 


While it was thought in Paris that the measures 
against evasion would prove effective, they are only 
to yield a small proportion of the new revenue. 
Including the new railway charges, Frs. 7,227 millions, 
or nearly 70 per cent. of the total are to fall upon the 
consumer. To sweeten this pill, a great parade was made 
of a new 100 per cent. tax on “ exchange speculators’ ”’ 
profits. In reality this tax only relates to operations in 
forward francs between June 10 and June 30 last. This 
means that the bulk of those in a position to profit 
from the new depreciation of the franc escape scot-free. 
In one sense this is satisfactory, for the new tax ought 
not to be a serious deterrent to repatriation. Yet it 
equally shows that the new tax is mainly camouflage. 
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Meanwhile the weight of the new taxation upon the 
French consumer is beginning to be appreciated by those 
who have to bear it. This, in conjunction with fresh 
labour troubles and the rise in costs due to the 40-hour 
week, and more particularly toa week of five days of 
eight hours each (the “ five by eight ’’ week) accounts 
for the new doubts which have arisen. French labour 
will never let go of the new ‘“‘ five by eight ” week, and it 
will take time to make any necessary “adjustments. In 
the meantime French prices and costs are rising, while 
the new taxation upon the consumer will undoubtedly 
lead to fresh wage demands. Here is a fresh reason for 
the depreciation of the franc. In early July it was 
suggested to the writer that an exchange rate of 
Irs. 125 to the pound was needed to establish equilibrium 
even after taking into account the possibility of a fresh 
increase in world commodity prices. It may well be that 
a rate of Frs. 130 or even higher proves nearer the mark. 

The Government has still to solve its fiscal problems. 
The Banque de France’s loan of Frs. 15,000 millions 
leaves the Government with a further Frs. 15,000 
millions to find by the end of this calendar year. The 
new taxes may yield Frs. 4,800 millions by December 31, 
and the new economies Frs. 6,000 millions, while if the 
proceeds of the Frs. 3,000 million Treasury Bills maturing 
next October are re- -lent to the Government, the gap 
will be reduced to Frs. 3,000 millions. The Gov ernment 
(according to the English precedents) may also decide 
to re-borrow the franc resources of the Exchange Fund, 
amounting perhaps to Frs. 10,000 millions. Thus one 
way and another the gap may be filled, but for this to 
happe na lot of things have to go right. The real crux 
is whether the Treasury can worry through until the 
natural resilience of the country and the expansion in 
the national income, due to the fresh depreciation of the 
franc, both at home and abroad comes to its rescue. 

Primarily this is a problem for France, and there is 
little in England that we can do to help. The enlargement 
of the British Exchange Equalisation Account permits 
us to take more gold from France in support of the 
franc, but this does not help if France has no gold to 
sell, for we cannot be expected to take and hold francs. 
Even the railway sterling credit of last winter did not 
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meet with unanimous support in London, and it is more 
than doubtful if we would be willing, or, indeed, ought 
to lend more to France. Moreover the French authori- 
ties, with some justification, seem disposed to let the 
franc find its natural level. This virtually abrogates 
the Tripartite Monetary Agreement, but this again 
cannot be helped. It may, in fact, be the quickest way 
of restoring stability on a natural basis to French 
finances. In short we can sympathise, and we can avoid 
any action on our own part calculated to aggravate 
the difficulties of France. More than this we cannot do. 
Fundamentally France must work out her own salvation, 
and we have sufficient faith in her natural resilience to 
believe that in time she will do so. 


The Gold Question 
By A. V. Barber 


HE gold problem is entering upon a new phase. 
T When last April rumours were rife that the 

United States authorities intended to reduce the 
buying price of gold, the effect upon the security markets 
was such that it was necessary to dispel the suggestion 
that so seemingly deflationary a step could possibly be 
taken. Early in June the Kaffir market, still subject to 
highly speculative influence, was disturbed by the 
published view of Professor Cassel that a monetary 
policy, under which the United States and Great Britain 
are buying most of the world’s gold on sale, must end in 
disastrous inflation. When official assurance on both 
sides of the Atlantic was confirmed by the expansion of 
our Exchange Account’s Fund, exaggerated market fears 
were allayed. 

Practical politics over-ride economic theory, and much 
depends upon the persistence of a deep-rooted belief in 
America that it was the increase in the dollar price for 
gold in January, 1934, and little else which raised the 
price of commodities; hence the fear that a drop in the 
price of gold would lower the price level generally and 
those of farm products in particular. Doubt as to 
President Roosevelt’s permanent and considered policy 
seemed almost dispelled. 
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Yet few thinking persons rely upon the continued 
force of such assurances, though many, recognizing that 
some change in international gold policy is inevitable, 
would wish that the adjustment of the excess of supply 
over demand should be deferred. More recently, however, 
there are signs that public opinion in America, upon which 
so much depends, will shortly veer in the opposite direction. 

Mr. Herbert M. Bratter, dealing with the subject for 
the Foreign Policy Association, lately expressed a point 
of view which is certain to become more general across 
the Atlantic :— 

‘“‘ The absorption of a large part of current gold output 
by the United States actually means that this country 
is liberally subsidising producers of gold in the British 
Empire—South Africa, Rhodesia, Canada and Australia— 
who together accounted for almost half of world pro- 
duction in 1936.” 

In an address before the Nassau Club, New Jersey, 
Mr. Réné Léon, is reported as having asked why the price 
of a particular product should be maintained by an Act, 
and its sale guaranteed, when the effect is that it is 
supplied in such quantity that it cannot be put to any 
useful purpose. Again, it is being objected that the 
taxpayer is having to bear a burden which must become 
greater if on account of a continued increase in the price 
of commodities, or any other cause, short money rates 
rise. Another influence is the prospect of imminent 
expansion in farming income which may, be expected in 
view of harvest prospects. An important result is that 
it will go far to solve the problem of disequilibrium 
between costs and prices, and to weaken the motives for 
raising prices by monetary means. 

Such considerations and the likelihood of their 
growing significance call for reconsideration of the Fabian 
view that it is better to await events until the gold 
problem finds its solution, the precise nature of which so 
far has scarcely entered even the realms of conjecture. 
Such at least may fairly be said of conceivable courses 
other than devaluation which were cited by the Hon. 
R. H. Brand in the second of his extremely illuminating 
articles which appeared in The Times of June 16, 17 


and 18. 
It is surely remarkable that no suggestion has been 
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considered on the lines that Lord Mancroft urged in the 
House of Lords on July 5 when, as reported in The 
Times, he stated that “‘All currencies at present on gold 
should come off it and join a sterling or dollar area of 
exchange. Great Britain and the United States should 
then guarantee a fixed sterling dollar rate of exchange 
and maintain it with all their power. Gold should be 
allowed to find its own level in the Market. That was 
the natural solution. The present ‘drift’ must be 
stopped and we must make up our minds about future 
policy in relation to gold. The sooner we determine on 
an early stabilization in partnership with the United 
States, the better it would be for the whole of mankind.”’ 

A free world market for gold offers advantages in an 
interim period which would be lacking in the case of 
devaluation, even if gold were dev ralued to floating 
parities within wide limits. The commodity would be 
placed much in the position of that of sterling when it 
found its level after suspension of the gold standard, for 
the case is now inverted. No currency is on gold, but 
gold is on a dollar standard. The working of the Tripartite 
Agreement by which sterling and the dollar remain 
linke d would be unimpaired; indeed the tripod would 
be strengthened and the franc as its third leg would be 
no more unsteady than (having regard to conditions in 
France) it must for some time prec cariously continue to be. 
Gold will move between countries more freely as an inter- 
national measure of value. Its mystic mystery quality 
—to use Mr. Brand’s phrase—will be preserved. The 
central banks of the sterling group would exchange their 
sterling balances for gold—when there isa motive to do 
so. This i is at present lacking so long as the commodity 
is believed to be (by however so little as events may 
prove), subsidised or supported in its world price. 

Objections to such a solution will be much the same 
as those that have been advanced against devaluation. 
In some quarters it has been held that redistribution of 
gold supplies at present would be deflationary ; in others 
that it is better to continue to sterilise gold by the working 
of the Exchange accounts rather than that it should 
be redistributed, because, as matters now stand, the 
tise in commodity prices is restrained—while if gold were 
teleased, prices would vise unduly. 
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The first line of reasoning overlooks the deflationary 
effects of control and as to the second, which may be 
described as the ‘“ orthodox” view, it should be said 
that an adjustment which would be both feasible and 
desirable now would probably prove inevitable and at 
the same time catastrophic if unduly delayed. Gold 
output in 1936 was 13-5 per cent. beyond that of 1935 
while the production of other commodities rose only oy 

2 per cent. In such circumstances to persist in stimu- 
lating gold output by maintaining an artificial market 
for it must be increasingly dangerous. An — 
movement of prices must in any case lower the value of 
gold in terms of commodities, yet at present the gold 
prices of commodities are being maintained obstinately 
lower than they would otherwise have been owing to the 
link with the dollar at the present legal parity. The 
world thus suffers in this respect from a palpable flaw 
in so-called “‘ currency management” which, having 
sought to raise commodity prices by monetary means 
when they were low, shrinks from corrective monetary 
action when prices rise. 

The lessons taught in reference to wheat, cotton and 
other hoarded commodities in the past expose every 
reason to raise doubts that segregation can serve in the 
long run to support the price of any hoarded commodity, 
and least of all that which is the yard-stick for measuring 
the prices of eng The present effective buying price 
of $35 per ounce is being maintained simply because 
two countries rele to pay for gold at that price and 
are unwilling to cease to do so up to now through political 
fear of deflation and psychological reaction ; also, too, of 
what must sooner or later be faced, namely, a recognition 
of lower currency value of gold by writing off a so-called 
paper* loss. This may prov e small if a free market is 
established within a few months, by comparison with 
what will be larger if action is longer delayed. 

The experience of the war period—often overlooked— 
illustrates anything but a deflationary effect in leaving 
the price of gold unsupported in a period of rising 





The process will no longer be drastic in France owing to the 
Suites depreciation of the franc since gold holdings were revalued. It 
might have been impossible to write gold down when the franc was at 
110, but it may be practical politics with the franc at 132. 
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commodity prices. Goods and services which became 
abnormally dear, particularly in this country, rose to 
prices in ratio far beyond that of gold; its value was 
thus Jowered automatically when measured by its general 
purchasing power to a fraction of its pre-war level. 

After 1929 prices fell. The price of gold thus rose, 
and it rose disproportionately because demand was 
stimulated by preference for one commodity which was 
rising in value relatively to others. As a monetary 
phase, pure gold-hoarding preference came to an end in 
January, 1934, for the motive for it subsided when 
America devalued the dollar. Since then, hoarding 
preference has centred upon sterling and dollar claims 
rather than on gold, yet continued purchase of it at 
a fixed dollar price has linked it to both currencies and 
has shifted gold hoarding preference from voluntary 
preference on the part of continental groups to artificial 
preference on the part of the Controls. 

If gold is to continue to play its part in the world’s 
monetary structure, it is inconceivable that remedies 
which have been put forward of late, such as restriction 
of output or induced distribution, can be anything 
but mischievous. Nothing short of a natural demand for 
the commodity, and the satisfaction of that demand by 
the various countries can form a true basis of world 
monetary standards in which gold is to play a useful 
part. 

Since putting this suggestion forward last June, the 
writer has discovered among some who have large gold 
interests a change of attitude and a growing conviction 
that safety lies after all in a bold and healthy adjustment 
of the problem, and sooner rather than later. The gold- 
mining industry would be placed upon a stable footing 
and the risk of further market scares would be removed. 
Otherwise the absurdity of over-production and the 
dislocation of its effect may well become intolerable, and 
the difficulties to be faced far greater than they need be 
if boldly handled, now that the desire for monetary 
co-operation between the United States and ourselves 
is stronger perhaps than it has ever been in the past. 
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Bankers and The Gold Problem 
By Paul Einzig 
"| series of gold scares witnessed during the 


second quarter of 1937 aroused widespread interest 

both within and outside the financial community. 
This is only natural, for there is hardly any section of the 
public which would not have been vitally affected by 
any change in the gold policy of the U nited States or 
this country. While gold-mining companies, investors 
and speculators in gold shares, and gold hoarders were 
those primarily concerned, the extent to which bankers 
were interested in the solution of the gold problem was 
by no means negligible. 

In the first instance bankers were concerned in their 
capacity of gold arbitrageurs. Although some of the 
most conservative institutions prefer to keep aloof from 
gold arbitrage amidst abnormal conditions such as 
prevailed during April, May and June last, the number 
of banks which take a hand systematically or occasionally 
is quite considerable. There are other banks which, while 
unwilling to act as arbitrageurs, are prepared to finance 
the gold shipments of others almost to the full extent of 
the value of the consignment. It is therefore understand- 
able that at times when bankers and their clients have 
unusually large amounts of gold afloat between London 
and New York, any rumours about the possibility of 
a reduction in the price of gold or a suspension of 
American purchases is apt to cause concern in the banking 
community. In their capacity of arbitrageurs or bankers 
of arbitrageurs they are, of course, only concerned with 
the short-range prospects. If nothing happens within 
the next 6 to 10 days, their consignments are liquidated 
and if in the meantime the prospects change for the 
worse they are in a position to avoid committing them- 
selves again. 

Most bankers agreed throughout the gold scare that 
the risk of any change in the American gold policy in 
the immediate future was infinitesimal. Nevertheless, 
during the acute gold scare few of them were prepared 
to take even that negligible risk, even for the sake of 
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a profit which was abnormally large for this type of 
operation. They admitted that, if argued out logically, 
the reduction of the American buying price of gold or the 
suspension of the American purchases appeared to be 
inconceivable. What they were not too certain about 
was whether President Roosevelt would necessarily argue 
out the problem logically or whether he would take one 
of his incalculable decisions, which at one time were the 
main source of uncertainty in the international monetary 
situation. For some time past President Roosevelt has 
jumped no surprise on the world market, and banks 
argued that a bombshell from Washington was just 
about overdue. Hence their desire to play for safety. 
During the gold scare it was by no means easy for 
arbitrageurs of the bolder type to find bankers to finance 
them. 

Bankers were concerned with the gold problem also 
in so far as they have granted credits on the security of 
gold deposits. This practice has been unofficially dis- 
couraged in London ever since 1932, but to some extent 
at any rate gold has served as security even in London, and 
toa large extent abroad. Presumably under the influence 
of the gold scares most bankers have cut these credits, 
and many borrowers have voluntarily repaid them before 
maturity, having preferred to liquidate their gold holdings. 
There is reason to believe, therefore, that the amount 
still outstanding is now very small. 

To some extent bankers are interested in the gold 
situation from the point of view of their earnings on the 
gold deposits they hold and handle on behalf of their 
clients. This has become quite a profitable branch of 
banking activity since 1931. Never before have safes 
and strong rooms in London been employed so profitably. 
Moreover, most holders of gold deposits opened accounts 
with the banks in whose safe custody their gold was 
placed. Above all, in many instances the gold holdings 
changed hands frequently and the banks were in a 
position to earn handsome commissions in addition to 
their charge for safe accommodation. As a result of the 
dishoarding brought about by the gold scare, their 
current profits on gold transactions increased in April, 
May and June, but since the dishoarded gold found its 
way to the official gold reserves, this source of earnings 
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has contracted to no slight degree, so far as the future is 
concerned. 

Until after the war, British banks had substantial 
gold holdings of their own, but these were gradually 
surrendered to the Bank of England. By virtue of the 
Currency and Bank Notes Act of 1928, the latter has 
the right to call in gold stocks exceeding {10,000 and 
pay for it the statutory buying price. This provision 
has in itself been sufficient to prevent British banks 
from holding gold on their own account since 1931, owing 
to the difference between the sti itutory buying price and 
the market price. Banks abroad, however, have got 
into the habit of holding substantial gold stocks since 
1931. In particular, banks of the Gold Bloc countries 
had large holdings both at home and in London. Most 
of these holdings were liquidated after the devaluation 
of the Gold Bloc currencies, and it is reasonable to 
suppose that the rest has for the most part been liqui- 
dated since the beginning of the gold scare. 

Hitherto we have been dealing with the direct interests 
of banks in the gold problem. Apart from banking 
houses specialising in arbitrage, the relative extent of 
these direct interests is in the case of most banks small. 
The extent to which they are concerned indirectly with 
the fate of gold is, however, considerable. Any reduction 
or fall in the price of gold would inevitably lead to 
a slump on the Stock Exchanges and commodity ex- 
changes. The po in April gave a foretaste of what 
would come should the gold position be mismanaged. At 
the time the slump was mainly attributed to the National 
Defence Contribution, but the fact that after that 
unpopular tax was withdrawn another slump occurred 
as a result of the renewal of the gold scare shows that 
even in April the gold factor was the predominant one. 

Admittedly many banks learnt a timely lesson in 
April and are now considerably more prudent in financing 
operations in Stock Exchanges and commodities than 
they were until a few months ago. Even so, if an 
unexpectedly violent slump should occur, they are apt 
to be caught at times. Moreover, many of their clients 
are howad. to suffer through the slump, and the solvency 
of some of the clients would be impaired through these 
losses. Thus the slump caused by a change in the gold 
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policy, or even by a major gold scare, is apt to lead to 
bad debts. 

What is much more important, from the banker’ 
point of view, is the long-range effect of a fall in the 
price of gold, whether through a reduction of the 
American buying price or a curtailment of official 
purchases. The result would be a relapse into the 
depression from which trade has just emerged. The 
increase of bank advances, which has become a gratifying 
feature of the banking situation during the last year or 
so, would become rev ersed and banks “would once more 
be at a loss to employ their resources profitably. Should 
the reduction or fall in the price of gold go so far as to 
lead to a substantial contraction in the volume of credit, 
this would of course lead to higher interest rates. This 
is the reason why some bankers, at any rate, would like 
to see a reduction in the price of gold. In reality this 
is a very short-sighted attitude, since tighter credit 
conditions would inevitably be accompanied by increases 
of the amount of bad debts, so that any increase of 
current profits would be more than offset by capital 
losses. In any case, banks as large holders of Government 
securities stand to suffer heavy capital depreciations 
through the fall in the gilt-edged market that would 
accompany the contraction of credit. 

Evidently the interests of bankers are overwhelmingly 
against any reduction in the price of gold. It is 
remarkable that notwithstanding this, no strong banking 
opinions have so far been expressed against a change in 
the gold price. The reason tor this is presumably “that 
most bankers consider it their duty either to pay lip- 
service to orthodox deflationism or to remain silent on 
monetary subjects. And yet it would be to their interest 
to pronounce themselves individually or collectively 
against a change, which is apt to have grave consequences 
for them. Even though their influence upon the course 
of events should not be overrated, it is their duty to 
raise their voices against the commission of the gravest 
blunder that could ‘possibly be committed in the “sphere 
of monetary policy. It is also to their interest to do so, 
since, in the unlikely event of the fatal step being taken, 
bankers would otherwise be accused of being responsible 
for its grave consequences. 








148 THE BANKER 


The Case for Standard Charges 


By W. W. Syrett 
Tec present system by which bankers attempt to 


collect from customers a sufficient income to 

cover expenses and profit is a curious mixture of 
legacies in forms of procedure from the days of the 
private banker and from various stages in the growth of 
the industry. As a general rule no direct charge is made 
for the basic services of collection and payment of cheques, 
and various subsidiary functions are performed (nomin- 
ally) free of commission. When, however, the whole 
matter is inspected at all closely it is found that no 
uniformity exists between different banks, or between 
different offices of the same bank. One even hears of 
large offices where the sections of the accounts are 
allocated to different officers, each of whom proceeds 
according to his own ideas. Thus in the extreme case 
there is not even uniformity between different accounts 
in the same branch. 

Except for ‘“‘ Securities,’ the only departments which 
display any uniformity of method are those performing 
the functions which have been recently added to the 
business of banking. In Foreign Exchange transactions 
the banks are principals who buy and sell on their own 
account. Competition, admittedly nearer perfect here 
than in other business contacts, ensures a fair measure of 
uniformity between buying and selling rates. In the 
other recent innovations of Executor/Trustee and Income 
Tax departments one finds a service charge proportional 
to the size of the operation involved which can be com- 
pared between bank and bank by the customer concerned, 
with a tendency to uniformity of both method and scale. 

The difficulty with which the responsible official at a 
branch is at present faced is that, even where some 
rudimentary scale is laid down for him by his direction 
for charging current account holders, the worst type of 
customer, from the viewpoint that he claims all he can 
of the bank’s “‘ Free ”’ services, is most ready to remove 
his account. He expects to pay in cheques for his credit, 
his cheques are paid for him, coupons and drawn bonds 
collected, the bank pays small periodical contributions 
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and disbursements, guards his valuables and gives him 
a credit service. As most of these functions are of the 
type which precludes a direct charge being made (for 
technical reasons with which bank men are quite familiar), 
he is strongly averse to paying a general charge for the 
maintenance of his account. 

When, on the other hand, such a customer has a loan 
or overdraft, the holder expects to be charged a small 
rate of interest on the advance, and nothing for the 
other services. Even if the account when in credit could 
possibly provide sufficient value to the bank to justify 
the “‘ Free ”’ services, the advance account does not do so. 

Accounts with a large volume of business also give 
rise to problems which would be more apparent if any 
logical costing system were applied to determine the 
expenses which the banks themselves incur. The best 
example is probably provided by the rush hour at the 
close of business on Stock Exchange settling days in 
the City. The expense of providing a mobile stafi 
trained to handle the peak volume of cheque clearings 
has yet to be measured in order to ensure that the 
accounts which give rise to it are adequately remunerative. 

The undesirable feature of the present system is its 
abuse by the customer whose account is on the margin. 
The holder has some elementary acquaintance with 
psychology as well as with the faults of the system. Any 
suggestion of a charge finds him prepared to threaten 
removal of the account to another bank. He knows full 
well that the rudimentary statistics now compiled by 
the banks would reveal a loss of accounts by a manager 
who had the courage to stand for a basis of fair 
remuneration, and he trades upon his knowledge. 

There has been a move in the direction of determining 
a basis of charges in some of the banks recently. The 
usual “ Slip System ”’ of book-keeping provides a fairly 
easy starting point for a system of charging according 
to number of items; the alternative is a percentage of 
turnover, and the relative merits of these two bases have 
been discussed internally, but without any free inter-bank 
exchange of ideas. Further, it is rumoured in quarters 
usually well informed that one bank has backed up 
branch managers with an inspection service which 
attempts to determine which are doubtful accounts 
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(from the viewpoint of profitability) and then insists on 
a fair charge being paid by the holders. 

The laudable initiative thus displayed may solve the 
immediate problem for the bank concerned, but it merely 
drives the marginal account to competitors and aggra- 

vates the unfortunate dilemma of the industry as a whole. 
It is no cure for rheumatism to drive the pain from the 
arm to the leg. The only real cure is a standard scale of 
charges for the whole banking industry, which should be 
put into force before there is any chance for a competitive 
race between individual scales to develop. Otherwise, 
the transit of marginal accounts will go on; those banks 
which adopt a levy on turnover will find themselves 
with accounts involving many items of small value, and 
those which charge on “Items”’ will be left to face 
larger unstable balances on current accounts with, as a 
corrollary, the necessity for keeping larger idle reserves 

Although the writer has been informed that his article 

The Marginal Account and a Costing Scheme ’’—pub- 
lished in THE BANKER for March, 1936—is largely 
responsible for the inquiries now being made, it must be 
stressed that the scheme there suggested was, in the 
first place, based on an empiric formula, and secondly, 
was not conceived as a full and final one for immediate 
adoption. Until an inquiry has been made in order to 
assess various expenses involved in inter-branch and other 
non-profit-making departments to the various transactions 
which they handle, finality is obviously impossible. 

In other countries standard scales have been made 
possible by a free interchange of ideas between the banks. 
in some districts in the U.S.A. there is a standard regional 
charge per cheque drawn, whilst in France the item- charge 
varies from frs. 2°50 upwards, according to amount. 
For the best example, however, one has to turn to 
Germany where each bank maintains a small staff 
responsible for costing services rendered. How thorough 
the German is is well illustrated by the articles in 
“Die Bank,’ and elsewhere, in which the detailed 
methods of the various banks are discussed. Free 
discussion between the experts has led to a standard 
scale, and the expense involved has been more than 
covered by the savings achieved as flaws in the system of 
individual banks have been revealed and rectified. 
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The advantages of a standard scale may therefore be 
summarised as follows :— 

1. The Profit Motive: a basis of profit is ensured in 
connection with accounts which at present either involve 
banks in unascertained losses, or which are on the margin. 

2. Competition: the best features of the present 
system are retained, whilst the least desirable one is 
removed. 

3. Elimination of Waste: the costing system, by 
comparison of the relative charges incurred in different 
banks, reveals unexpected possibilities in the handling 
of items by large-scale methods. 

4. The Psychological Factor: the branch manager 
who is supported by a costing system is relieved of the 
necessity of watching the expenses of his branch (in 
which he is likely to be inept) and has more time to devote 
to his legitimate duties. The knowledge that he is backed 
up by experts in this as in other directions, makes for a 
better psychological background, for he will be relieved 
of the fear of having to incur a check from head office on 
showing an account lost. 

The advantages here summarised are not to be 
attained without a costing scheme, and that scheme a 
standard one for all banks. 





Traders’ Payments—Some Further 
Reflections 


By a Correspondent 


Y article on the Economics of Traders’ Payments, 
which appeared in THE BANKER, June, 1937, 
hinted at caricature rather than portraiture in 

suggesting certain distortions of the banking system 
likely to arise from the general substitution of Traders’ 
Payments for cheques. A famous cartoonist once com- 
mented that quite frequently his sketches were more like 
life than the photographs of his subjects; similarly I 
now find that my later inquiries suggest that the estimates 
I used were probably understatements of the actual 
facts, for there are “ house”’ clearings which are not 
counted in the clearing house figures quoted in my article. 
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It will be remembered that certain figures were put 
forward to show that given a change-over in banking 
habits, a fall in gross deposits might take place repre- 
senting about £60 millions, or approximately 1} per cent. 
of bank deposits. The approximation was based on 
the Metropolitan and Country Clearing figures, and 
assumed from the outset, immediate clearing of the 
cheques by the payee. 

If it could be shown that there was at any time an 
appreciable time-lag between receipt of the cheque by 
the collecting banker, and its payment by the drawee 
bank, the figures would be unreliable. 

However, as the practice and law of banking make 
such delays dangerous to the banker, who is required to 
present ‘“‘ within a reasonable time ”’ by law, and at the 
earliest moment by custom, this time-lag may be taken 
for all practical purposes to be non-existent. 

But there is another aspect of the matter that cannot 
be dealt with so summarily, and that is the possibility 
of the cheque being held by the payee for any length 
of time. This does not of itself create a falling-off in 
deposits in theway discussed last month. On the contrary, 
the figure of £60 millions was arrived at on the premise 
that deposits were unduly inflated by immediate credit 
given to the payee, as soon as the cheque is lodged 
with the bank for collection, and so long as the payee 
refrains from collecting his cheque by utilising the banking 
system, then for that period he is not swelling the total 
of his deposit account. 

What does interest us, however, are problems of 
quite another character. It will not be disputed that 
a general substitution of Traders’ Payments for cheques 
will result in the following three consequences :—(a) The 
customer making the transfers is (as he expects to be) 
debited immediately on lodging his orders with the bank. 

) The beneficiary of a transfer receives credit for the 
amount only after a Credit clearing delay. (c) There 
are no cheques-awaiting-banking with the payee. 

Concerning these three consequences it is proper to 
draw certain conclusions that have so far not received 
notice by previous writers on the subject. 

(a) We have seen that immediate debit by the banker 
would decrease total deposits, but in addition to this 








ut 
ng 


1t. 
on 
ad 
he 


an 
DY 
ee 


ke 


he 
en 


eS 
he 
e) 


he 
re 
ed 


er 
his 





| 


TRADERS PAYMENTS 153 


there would be an increase in the amount of interest 
payable by the customer on debtor accounts. Com- 
mercial firms working on a fluctuating overdraft may find 
it disadvantageous to use Traders’ Payments if the 
amounts involved add to the cost of their banking business. 
The gross money saving to the trading community of 
payments by bank transfer may be assessed approxi- 
mately at sixpence, made up of postage and cheque 
stamp when paying the account, and the receipt stamp 
and return postage. (Additionally, there are, of course, 
certain conveniences in the system that may, or may not, 
save money.) As against this, there is the special charge 
of 2d. or 3d. made by the banks for the service, and the 
gross money saving is reducible accordingly. If an 
account is over-drawn at, say, 4} per cent. per annum, 
the daily cost of interest is about 3d. per cent. It follows 
that a day’s delay by the payee in clearing a cheque 
for {100 makes the saving procured by a Traders’ Pay- 
ment marginal, and two days’ delay, or a remittance 
larger than {100, turns the possible economy into a net 
loss. 

As regards (b), the slight delay in a Credit clearing 
may affect the velocity of circulation of money in some 
degree. Bankers are familiar with the “ hand to mouth ” 
firm, that can only issue a cheque because it has just 
received a remittance from a third party. One recalls 
the small import house, whose senior partner rushed 
from one shop to another collecting cheques to pay in 
before the bank closed, so as to enable his cheques issued 
earlier in the day to be duly honoured. 

On the other hand, the point at issue in (c) above is 
exemplified in the more businesslike concern. When it 
issues a cheque, it credits ‘‘ Bank”’ in the Cash Book, 
and considers thereafter that this amount is no longer 
at its disposition. If not immediately cleared, the amount 
held by the firm on current account cannot be used by it, 
and is therefore idle money so far as the customer is 
concerned. For example, many shop-keepers bank only 
once or twice a week, and this means a slowing down 
of the speed with which money circulates, since, on the 
one hand, the drawer cannot use the money in the 
interim, and on the other, the shop-keeper can hardly issue 
cheques against his takings until he has paid them in. 








154 THE BANKER 

How long on the average cheques are held out of 
circulation we shall not be able to discover with any 
degree of accuracy. It is utterly improbable that at 
any time it will be practicable to make a census of some 
500 million cheques or more, paid by the banks in the 
course of a year. Random sampling seems hopeless in 
the face of so many difficulties, not the least of which 
is the varying type of banking encountered. Some 
offices cater principally for Stock Exchange business, 
others for foreign banking, produce market business, 
suburban “‘ house-wives’’ accounts, West End clubs 
and theatres, industrial firms and so on. 

in such conditions, to give the table which follows 
may add very little to our store of knowledge, for an 
isolated case of this kind cannot be considered as repre- 
sentative of banking generally. Yet in spite of this 
sample being a violation of ali the canons of statistical 
nethod, the figures given should be found interesting 
enough as evidence of the very fact that delays in pre- 
sentation do occur of a magnitude that throws a Traders’ 
Payme nt system into sharp contrast with our existing 
processes. 

Details of Cheques Paid on one day in a Provincial 
Branch of a Joint-Stock Bank :— 


Number of days in Number of Total of 
circulation Cheques Cheques 
f sw ¢@. 

42 I I 6 

17 I 8 5 7 

16 I I0 0 

15 3 7 6 6G 

14 I 6 O 

12 I 2 2 0 

II I 8 19 Oo 

10 5 II 10 O 

9) 6 45 6 10 

8 9 39 I 5 

7 9 30 16 II 

6 6 82 2 10 

8 iw ia 17 303 18 5 

4 bia wa 65 1555 3 8 

3 ji ne 56 2,484 15 4 

2 sg 5 57 3,140 13 I 

I - suk II i223 6 6 


(Number of days in circulation is calculated as the period between 
drawing and payment, less intervening Sundays and holidays.) 
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In this case the modal period is evidently from two 
to four days, and it can be seen that the higher the average 
amount of the cheque, the quicker it is presented for 
payment. If the table shown could be taken as repre- 
sentative (it cannot), it would appear to demonstrate 
that whereas (as in (b) above) Traders’ Payments might 
retard the velocity of circulation of money in a few special, 
and presumably unimportant cases, they would speed 
up circulation to a greater extent than is apparently 
the practice in a cheque-using world. In this regard 
Traders’ Payments might be found to be slightly 
inflationary. 

One might well hesitate to summarise the results 
of these mental wanderings in the absence of reliable 
figures. On the one hand, Traders’ Payments may 
cause a deflationary decline in bank credit as suggested 
last month; on the other, the speedier settlement might 
increase rapidity of circulation with inflationary conse- 
quences. Again, banks may obtain slightly more debit 
interest, though no doubt firms with overdrawn 
accounts will be reluctant to settle their trading debts 
so promptly as heretofore. As regards the distribution 
of the work of the bank internally, the ledger keeper 
will have less to do (for he posts but one debit instead 
of many cheques) and there will be some saving of costs 
under this heading. It is by no means easy to suggest 
what attitude the banks should adopt towards an 
extension of the Traders’ Payments system. 


Obituary 
Sir Sorabji Pochkhanawalla 


THE sad death of Sir Sorabji Pochkhanawalla at the 
early age of 55 will be deeply deplored by all those 
connected with Eastern Banking circles, for by his 
death the Indian Banking community has lost one who 
was widely respected and admired and who by his 
courage, shrewdness and tenacity of purpose had definitely 
established himself as a leader in indigenous banking 
enterprise. Sir Sorabji had always before him the ideal 
of an Indian bank staffed and managed entirely by 


oO 
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Indians, and in the Central Bank of India, a bank which 
he himself founded with the help of the late Sir Phiroze- 
shah Mehta, he saw this ideal take shape, and his efforts 
crowned with a success the magnitude of which even he 
perhaps could not have foretold. 

Sorabji Nusserwanji Pochkhanawalla started his career 
on a salary of Rs. 20 per mensem as an obscure clerk in 
the service of one of the Exchange Banks in Bombay 
at the early age of 17, but discovering how strong was 
the prejudic e against Indians holding responsible positions 
and securing equality of treatment with Europeans in 
the Bank he resigned after seven years’ service and took 
an appointment with the Indian owned Bank of India, 
with which institution he remained until 1911. In that 
year the project of starting the Central Bank of India 
became a definite possibility, and with a rare courage 
and supported in his determination by his wife he 
handed in his resignation to the Bank of India, and thus 
with his boats burned threw himself heart and soul into 
his new enterprise. Of the success of that enterprise 
there is no need to-day to speak, for the Central Bank 
of India is the largest and best known of the purely 
Indian joint-stock banks, and its sound and conservative 
management has enabled it to withstand many a “ run’ 
on its deposits and emerge triumphantly from its difficul- 
ties. Only those who can appreciate how easily a dis- 
gruntled applicant for an overdraft can start a ‘“ run’ 
on an indigenous bank in Bombay by spreading a rumour 
that the concern is shaky will realise what Sorabji 
Pochkhanawalla has done for Indian joint-stock banking 
when time after time both he and the institution of which 
he was managing director were able to vindicate the 
principles for which he stood all his life, namely, that 
Indian management is not inconsistent with the highest 
traditions of banking service in any part of the world. 

For his many services to Indian banking and finance 
he was knighted in 1934, an honour which was never 
so well deserved. It is sad, indeed, that so promising 
a future should have been so abruptly ended by his 
untimely death. 
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Appointments and Retirements 


Anglo-Palestine Bank 
Messrs. A. Barth, I. Brudny and A. Schenkay have 
joined the Board of the Anglo-Palestine Bank. 


Barclays Bank 

Mr. Owen I. Grazebrook has been appointed a member 
of the Birmingham Local Board of Barclays Bank. 

Mr. John Cyril Murley, a General Manager’s Assistant 
of Barclays Bank, has been appointed an Assistant 
General Manager. Mr. Murley, who is now 49 years of 
age, was educated at the Upper Latymer School at 
Hammersmith, and entered the London and South 
Western Bank on March 6, 1905. He served in the Head 
Office and was in due course transferred to the Chief 
Inspector's Department. As from December 31, 1917, 
the London and South Western Bank Limited amalga- 
mated with the London and Provincial Bank Limited to 
form the London Provincial and South Western Bank 
Limited and that concern amalgamated with Barclays 
Bank Limited in 1918. After the Great War, Mr. 
Murley became an Inspector in the combined institution 
and he was appointed a General Manager’s Assistant in 
1928. Mr. Murley served with H.M. Forces from August, 
1914, to December, 1919. He proceeded to France as a 
Private in the London Scottish Regiment in September, 
1914, and was promoted 2nd Lieutenant on the field in 
March, 1915, subsequently being awarded the M.C. He 
was afterwards seconded to the Machine Gun Corps and 
commanded various Companies. He was wounded in 
1917 and was awarded a Bar to the M.C. He afterwards 
received promotion to the rank of Major and he served 
through the Afghan Campaign of Ig19. 


District Bank 

Sir Nigel Leslie Campbell has been appointed a 
member of the Board of the District Bank Limited. 

Mr. Thomas Ormrod Hope, London Manager of the 
District Bank, has retired after 48 years’ service. Mr. 
Hope held an official appointment as Assistant Accoun- 
tant at the Head Office at Manchester before he was 
transferred to London as Assistant Manager. He suc- 
ceeded Mr. Thomas Henderson as Manager in 1935 
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Mr. Edgar Ralph Bardsley, hitherto Assistant Manager, 
has been ‘appointed to succeed Mr. Hope as London 
Manager, and Mr. Arthur Reginald Capey, London 
Foreign Manager, will take Mr. Bardsley’s place. Mr. 
John Sidebottom has been appointed to the position of 
London Foreign Manager. 


Lloyds Bank 


Mr. L. Aspinall of the Head Office Inspection Staff of 
Lloyds Bank has been appointed Joint Manager of the 
West End Executor and Trustee De partment. 

Mr. F. Percy Cope has retired from the position of 
Manager of Lloyds Bank Limited, Paddington, after 
47 years of service. He was born in 1872, and educated 
at Hays, Shrew sbury. He joined the Bank in 1890, and 
after some years’ service as cashier at various branches 
was appointed Manager of the Parkstone Branch, and was 
later transferred to Paddington. Mr. Cope is a member 
of the Harrow Urban Council, Chairman of the Finance 
Committee and Hon. Treasurer of Paddington Tubercu- 
losis Dispensary. He is also an Inspector of Metropolitan 
Special Constabulary. 

Mr. C. A. C. Davis has retired from the position of 
Manager of Lloyds Bank Limited at Cannock. Mr. Davis 
was born in 1877, and educated at Weymouth College. 
He joined the Wilts and Dorset Bank in August, 1896, at 
Shatte sbury. He served at various branches and after 
the amalgamation of Lloyds Bank with the Wilts and 
Dorset Bank he became Accountant of the combined 
institution at the Devizes Branch. He was appointed 
Sub-Manager at Swindon in 1929, and Manager at 
Cannock in 1932. He is a Fellow of the Institute of 
Bankers of which he took the two parts of the examination 
in 1897 and 1899. Mr. Davis is Treasurer to Cannock 
U.D.C. and to numerous Parish Councils and other public 
bodies. His hobby is play writing, and he has had plays 
produced in Manchester, Birmingham and London. 

Mr. G. W. Nicholls has retired from the position of 
Manager of the Capital and Counties Branch of Lloyds 
Bank, Limited, at Worcester. Mr. Nicholls was born 
in 1873, and educated at Weston School, Bath. He 
entered the service of the Capital and Counties Bank at 
Ludgate Hill in 1890. He served at Birmingham, 
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Rochester and Chatham, and after the amalgamation of 
this Bank with Lloyds Bank, Limited, he was transferred 
to the Horsham Branch in 1920. He became Manager 
of the Worcester (Capital and Counties) Branch in 1922 
Mr. Nicholls is Hon. Secretary of the Worcestershire 
County Cricket Club, and also of the Worcester Diocesan 
3oard of Finance and several other public bodies. For 
two seasons he played hockey for Worcestershire County. 
Mr. N. Snaith has retired from the position of Manager 
of Lloyds Bank, Limited, at Rothbury. Mr. Snaith was 
born in 1872 and educated at Kepier Grammar School, 
Houghton-le-Spring. His first banking appointment was 
with Hodgkin Barnett, Pease, Spence & Co. at Rothbury 
in 1889. In 1915 after the absorption of this company 
by Lloyds Bank, Limited, he was appointed Manager to 
the joint concern at Rothbury. Mr. Snaith is County 
Councillor and Rural District Councillor for Rothbury. 


Midland Bank 

Mr. H. Wrighton, Joint General Manager of the 
Midland Bank, has retired owing to reasons of ill-health 
after forty-six years of highly valued service. Mr. T. R. 
Nicholson, formerly an Assistant General Manager, has 
been appointed a Joint General Manager. 

Mr. Henry Wrighton joined the staff of the Birming- 
ham and Midland Bank in June, 1891, and has for some 
time past held the distinction of being the oldest active 
member of the staff of that relatively small institution 
from which the Midland Bank in its present form has 
developed. The early years of Mr. Wrighton’s business 
career were spent in Birmingham, Cheltenham, Guernsey 
and subsequently as Accountant at the High Street, 
Sheffield, branch. In 1906 Mr. Wrighton was transferred 
to Bradford, in which important centre various managerial 
appointments were held until in 1922 he left the Kirkgate, 
Bradford, branch upon his promotion as a General 
Managers’ Assistant at the Head Office in London. 
Within a few months Mr. Wrighton became an Assistant 
General Manager, a post which he occupied until eight 
years ago, when he received the appointment of Joint 
General Manager 

Mr. T. R. Nichol lson, the new Joint General Manager, 
joined the staff of the Sheffield Union Banking Company 
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in 1894 and spent the first few years of his service in 
the Sheffield area. After the absorption of the Sheffield 
Union Bank by the Midland Bank in Igor he was sent 
on special training to New Street, Birmingham, and 
later to the Dale Street, Liverpool branch. His first 
appointment was that of Accountant at High Street, 
Sheffield, where he succeeded Mr. H. Wrighton in rgo6. 
lwo years later he was appointed Assistant Manager at 
Coventry, a post which he held until 1910, when he 
became Manager of the Commercial Road, patennonth, 
branch, which was the first office opened | oy the Midland 
Bank in that town. In 1924 Mr. Nicholson was trans- 
ferred to the Head Office as a Superintendent of 
Branches. Further promotion took place in 1926, when 
he became a General Managers’ Assistant and again in 
1932 upon his appointment as an Assistant General 
Manager. 


National ~_ of Bey ypt 
Mr. P. Hurren, Chief Clerk at the London Office of 
the ~ hehe Bank of Egypt, retired on June 30 after 


32 years’ service with the bank. 


National Bank of New Zealand 

The National Bank of New Zealand announces that 
Lord Balfour of Burleigh has been elected Deputy- 
Chairman. Lord Balfour is a member of the London 
Committee of the Union Insurance Society of Canton, 
and a Director of the Australian Mutual Provident 
Society (Chairman of the London Board), the Bank of 
Scotland (extra-ordinary), District Bank, Rio Claro 
Investment Trust and the Standard Bank of South 
Africa. 
National Bank of Scotland 

Mr. Andrew McKissock, Accountant at the National 
Bank of Scotland, Limited, Edinburgh, has retired after 
long and valued service. Mr. Archibald Alexander 
Bremner, hitherto Assistant Accountant, has been ap- 
pointed Accountant. 


National Provincial Bank 
Mr. Harrison Boyes has retired from the position 01 
Manager of the N ‘ational Provincial Bank at Goole, which 
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he has held for 18 years. He is succeeded by Mr. A. F. 
Watson. 


Reserve Bank of India 


Sir James Braid Taylor has been appointed Governor 
of the Reserve Bank of India. Sir James has been 
Deputy-Governor of the Bank since 1935. He succeeds 
Sir Osborne Arkell Smith, who has been Governor since 


1935: 
Swiss National Bank 


M. Paul Rossy has been elected General Manager of 
the Swiss National Bank in succession to M. Chs. 
Schnyder von Wattensee who has retired. M. Rossy, 
who is aged 41, is a well-known Swiss banking expert. 
Professor G. Bachmann and M. E. Weber, the other 
two members of the Management, have been re-elected 
President and General Manager respectively. 





American Banking 


By a Correspondent 


HE first half of 1937 was a period of contradictory 
7 and confusing developments in business and 

financial affairs in the United States. The period 
witnessed the most severe contraction of bank credit since 
the depression began, but it also saw an encouraging 
increase in the demand for commercial loans. The first 
quarter was marked by rapid expansion of industrial 
production, advances in stock and bond prices and the 
development of an incipient boom psychology that gave 
deep concern to the monetary authorities. The second 
quarter was marked by a severe fall in security prices, 
a slowing down in production, serious labour disorders 
and the substitution of pessimism for the preceding 
anxiety lest a boom should develop. 

At the turn of the year the outlook remained con- 
fused, but pessimism appeared to be subsiding. The 
reversal met by the Committee for Industrial Organisa- 
tion in its efforts to unionise the independent steel 
companies gave rise to the opinion that the labour 
movement might proceed more cautiously for a little 
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while. The security markets gave evidence of being 
‘sold out.” Business activity, upon re-examination 
appeared to have been held up rather well under the 
circumstances and the suppression of the boom ten- 
dencies was recognised as an altogether favourable 
development from the longer view. 

The fears over the future of the price of gold, to 
which the financial mind had fallen a ready prey in the 
gloomy period of April and May, had been completely 
dismissed by the latter part of June, and even the 
fresh depreciation of the franc was received calmly, even 
apathetically, by the United States banking community. 

June brought a renewed expansion of bank credit, 
consisting in about equal parts of increased business 
loans and security loans; the banks continued to 
liquidate their investments, however, and the total of 
their outstanding loans and investments, by comparison 
with a year ago, showed a loss for the first time since 
recovery started. Detailed figures of the reporting 
member banks of the Federal Reserve System in IoI 
leading cities of the country are shown in the following 
table :— 

(In millions of dollars) 
Increase or decrease 
since 
June 30, May 26, July 1, 
1937 1937 1930 


Demand deposits adjusted .. si 15,186 — 342 + 507 
Deposits of foreign banks or is — + 63 + 181 
Total loans and investments .. i 22,2¢ + 108 - 32 
Commercial, industrial and ere 

turalloans .. 4,331 + 99 ? 
Loans to brokers and deale rs in secur- 

ues... aa ‘a 1,447 + 123 + 221 
U.S. Gov ernment sec urities ee Su 9.453 — 14 —1,346 
Other securities ‘i i fa 3077 — 109 — 283 
Reserves ie <a ot 5,400 + 15 -+ 913 


* Comparison not available. 


The money market was faced in mid-June with its 
first important test since the reduction of excess reserves 
last May 1, as a result of the increase in reserve require- 
ments ordered by the Board of Governors of the Federal 
Reserve System. This test was the turnover of funds 
incident to the quarterly tax period and the Treasury's 


ing 
ion 
the 
en- 
ble 


to 
the 
ely 
the 
ven 
ity. 
dit, 
1eSs 

to 

of 
son 
ince 
Hing 
IOI 
ying 


TS) 
rease 


ly I, 

930 
597 
IdI 


329 


* 


- 221 
1,346 
- 283 
, 913 





1 its 
rves 
wire- 
leral 
ands 
iry’s 








AMERICAN BANKING 163 


financing, involving the sale of $852,000,000 of notes. The 
requirements of the period were, however, met without 
any advance in interest rates and without the New 
York City banks finding it necessary to borrow from the 
Reserve Bank. 

The only change in money market rates in the month 
was a reduction in discounts on bankers’ acceptances 
on June 22, which resulted chiefly from the increased 
demand for this paper on the part of foreign banks, 
including foreign central banks, which had been increasing 
their balances in this market. 

With the end of the fiscal year on June 30, the United 
States Treasury closed its books on another larger 
deficit, the seventh in succession. The excess of expen- 
diture over receipts amounted to $2,811 millions, making 
the accumulated deficit since 1930, $22,242 millions. 
Receipts in the year just ended had totalled $5,294 
millions, the largest revenues in the government’s 
history, save for the years 1920 and 1921 when heavy 
war-time taxes were operating upon swollen war-time 
profits. Expenditure at $8,105 millions had been 
previously exceeded only in 1936, and in the war years 
1918 and IgIg. 

For the year just begun the official budget estimates 
place income at a record level of $6,906 millions and 
expenditure at $7,324 millions, exclusive of statutory 
debt retirement, leaving a projected deficit of $418 
millions. President Roosevelt has, however, instructed 
department heads to strive for savings expected to 
equal $400 millions, and, if successful in this attempt, 
will secure what he describes as a “‘ layman’s balance ”’ 
in the current year, that is, a balance exclusive of 
statutory debt retirement. This result, however, is 
dependent upon a continued improvement of business 
sufficient to yield the anticipated record-breaking 
revenue. 

It depends, also, upon keeping expenditure for 
relief within the figure of $1,500 millions called for in the 
budget. Large as this figure is, it necessitates a sub- 
stantial reduction in the existing relief rolls, and the 
relief workers who are now being laid off are staging 
demonstrations of protest. 

The circumstance of the organisation of the needy 
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under the system of work relief has been the occasion 
for their own organisation into a formidable pressure 
group whose number and voting strength make it 
possible to overawe local authorities where demonstra- 
tions are concerned and to stiffen Congressional resist- 
ance to economy demands. The urgent necessity for an 
early balancing of the budget is now recognised almost 
everywhere, but the difficulties in the way of this are 
formidable. If a balance is obtained it is almost certain 
to be accomplished by increased revenue, rather than 
reduced expenditure which will mean that it will be, 
at best, a precarious balance, capable of leading to 
serious difficulties should a renewed business recession 
lead to a reduction in tax revenue. 

The strife between capital and labour which has done 
so much to igh business expansion and to dampen 
business confidence in the past six months gives promise 
of entering a less turbulent stage. The difficulties have 
been due partly to the traditional anti-union phobia of 
American business executives and partly to the fact 
that the C.I.O., under the impetus of a sympathetic 
administration and the Wagner Labour Act, has been 
making a militant drive to organise sections of the 
working population which have never before been 
seriously touched by unionism, have no experience in 
organising and, consequently, lack discipline and leader- 
ship. The rapid spread of the movement has left too 
little time for Mr. John L. Lewis, head of the C.I.0O., 
and his aides to develop this discipline and leadership, 
so that they have forfeited some of the popular support 
which the movement had some months ago. 

Public impatience with the violence of strikers, on 
the one hand, and the stubbornness of some business 
executives, on the other, is creating a demand for new 
labour legislation which will enforce upon both sides 
more peaceful methods of settling disputes. 

As yet the labour movement has scarcely touched 
bank employees, but there are signs that this condition 
will not long continue. One bank, the First National 
of Milwaukee, has been organised, the first instance of 
its kind in the country. Some progress has been made 
in unionising employees of Wall Street brokerage houses 
and, within recent weeks, organisers have been active 
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a 


among the bank clerks. Circularising of bank employees 
and street-corner harangues are being employed to lay 
the ground for what is expected to be a determined 
drive in the Autumn. The majority of bank executives 
profess complete confidence that their employees are 
‘not interested’ in unionisation, but the situation is 
being closely watched and in many institutions an effort 
is being made to reme dy existing inequities in pay and 
conditions of employment, to institute pension plans 
and other benefits and in various ways to remove or 
forestall conditions which might encourage a_ trend 
towards unionisation. 

The Barkley Bill to regulate corporate trustee work 
of banks has undergone extensive revision in committee 
along the lines suggested by the bankers and is now 
expected to be enacted in a form which the New York 
bankers, at least, do not find seriously objectionable. 
Other pending banking legislation appears likely to lie 
over to the next term of Congress. 





French Banking 


By M. Mitzakis 
| «= month of June, which will remain one of the 


most difficult periods in the financial history of 

France, concluded with the failure of the Blum 
Government. This failure of the first experiment of the 
Popular Front was due mainly to an acute Treasury 
crisis, which became accentuated by a new wave of 
distrust leading to the outflow of funds amounting to 
nearly Frs. ro milliards within a fortnight towards the 
end of June. The absence of authority displayed by 
the Government, together with its disquieting plans for 
monetary control, fiscal inquisition and nationalisation, 
which it intended to apply without solving the problem 
of budgetary deficit, eventually aroused resistance in the 
senate. The Upper Chamber, which had been hostile for 
months past to any policy of inflation and nationalisation, 
rejected, on June 21, the bill granting exceptional 
powers to the Government, which had been passed by 


the Chamber of Deputies on June 16. 
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It is worth while to indicate the steps which led to 
the collapse of the Popular Front experiment and pro- 
voked a third devaluation of the franc. In my article 
appearing in May, I pointed out that M. Blum’s Govern- 
ment had at least a chance of surviving until the autumn 
if it attempted to take all the necessary measures for 
putting public finance on a sounder basis and thus 
causing a reversal of speculative activity against the 
franc. I also stated that by resigning their posts the 
two leading experts in charge of the Exchange Stabilisa- 
tion Fund had issued a very severe warning to the 
Government indicating the only possible way to budgetary 
recovery and the defence of the national currency. After 
repeated changes and hesitation the leaders of the Popular 
Front chose to attempt the solution of restrictions 
without even a it by an indispensable 
effort to reduce wi ig 4 expenditure. Such an in- 
adequate programme was bound to lead to failure. 

In fact, after a loetnigh during which the Treasury 
became depleted of its last reserves and the Bank of 
France’s gold reserves lost over Frs. 8 milliards, the Auriol 
franc, after nine months of existence, entered its death 
struggle. It became necessary to obtain new advances 
from the Bank of France. The tragic balance sheet of an 
era of uncontrolled waste was revealed at the eleventh 
hour to a public opinion which until then had believed 
in the possibility of genuine economic recovery and the 
materialisation of the promises made last year. 

The monetary tension which accompanied the rise of 
the Bank rate from 4 to 5 per cent. on June ro did not 
become materially accentuated by the failure of the 
Blum Government. Apart from the rates on Bourse 
loans concluded during the acute crisis at the end of 
June on particularly strict terms, it may be said that the 
Paris money market , anticipating the new devaluation, 
showed in spite of this an easier tone. Financial circles 
knew the ideas of the Finance Minister, M. Georges 
Bonnet, and were aware that he would do his best to 
adopt a cheap money policy. In fact, on July g, the 
Bank rate was reduced from 6 to 5 per cent., while 
rates on day-to-day loans dropped from 6 to 3 per cent. 
and rates on loans on Bons de la Défense Nationale for 
one month dropped from 5} to 42 percent. The following 
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figures show the changes in the leading money rates 
during May and June. 
End of Endof End of 
April May June 
1937 1937 1937 





0/ 0/ 0/ 
/O /O0 /O 
Banque de France rediscount rate. . ee 4 6 
Market rate of discount Ks a .. 4} 4} 6} 
Day-to-Day money .. - 4 6 
Loans on Bons de la Dé ‘fense Nationale : 
Market rate for one month wit t 3% 53 
Market rate for 3 months - -. 4f 4 = 
Rates on loans on securities :— 
On the Parquet .. om es oe ae 33 8} 
On the Coulisse .. it a .. Of 73 12} 


Generally speaking it must be admitted that the 
country received the announcement of the new budgetary 
and monetary crisis with surprising calm. This is 
explained pi artly by the fact that the working classes 
supporting the Government, unfamiliar with monetary 

manipulations and their consequences, were obeying 
orders. In commercial and industrial circles, where the 
reactions were more pronounced, the prospects of a 
reduction of the burden of debt made the new depreciation 
of the franc appear more tolerable, in the hope that this 
depreciation would be better managed than the last. 
The perpetual victims, the small bourgeois class, rentiers 
and pensioners remained passive, as usual. France has 
thus accepted with resignation and without any apparent 
disturbance the third cut in her currency, amounting for 
the moment to over 15 per cent., but this time without 
any legal limits, since the new franc became elastic and 
its gold content is to be fixed later by decree. 

All those who have been complaining for months that 
the returns of the Bank of France have conveyed no 
information had their curiosity satisfied in June. As is 
shown by the following table, the gold stock suffered a 
loss of Auriol Frs. 84 milliards, and the reserve ratio 
declined by nearly 8 per cent. Thanks to a policy of 
credit restriction, discounts were fortunately maintained 
under Frs, 12 milliards. But for this, the decline in the 
gold reserve would have been accompanied by a sub- 
stantial increase in the note issue and the reserve ratio 
would have contracted even more. 
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End of Endof End of 


April May June 
1937... 1937. 1937 
ASSETS. (Millions of francs) 
Gold Reserve ‘i eis ro 57,358 57,358 48,859 
Foreign Exchange reserve > (total) ig 1,096 1,037 987 
Sight rie aka rer ca ied 13 13 17 
Time ar iy wa ws ay 1,083 1,024 970 
Discounts (total) .. ‘ ie - 8,784 9,440 10,956 
Advances on bullion - “a ws 1,098 1,098 1,099 
Advances on securities .. a Bia 3,917 3,777 4,465 
Advances up to 30 days .. is as 965 385 1,378 
Bonds of the Caisse Autonome le re 5,642 5,642 5,642 
Provisional advances to the State— 
(a) Regularisation of previous advances 12,197 12,180 12,166 
(b) New advances <a a ~ 7,800 7,800 10,000 
LIABILITIES. 
Note circulation .. x0 87,063 85,745 88,686 
Current and deposit accounts (tot: ul)... 17,769 17,920 14,117 
Of which— 
Treasury ii — - i 322 1,010 6 
Caisse Autonome ; 2,322 2,144 2,082 
Private Accounts ea ad 0d 13,316 14,628 11,921 
Sundry - bed a g2 138 108 
Total of sight liz ibilities - .. 104,833 103, 665 102,804 
Percentage of gold cover + »» 55°09% 55°33% 47°53% 


It is worth noting that although the rediscounting 
facilities of the public and the banks were restricted, the 
advances on securities and 30-days’ advances increased 
by nearly Frs. 1 milliard. It is also worth noting that 
in order to meet urgent requirements the Treasury 
increased its borrowing from the Bank of France by 
Frs. 2,200 millions in June, its total advances amounting 
to Frs. 22,166 millions, being the legal maximum author- 
ised by the Agreement of June 18, 1936, not allowing for 
the new advance of Frs. 1,800,000, authorised by the 
decree of June 30, 1937. It is under the heading of 
so-called ‘‘ Provisional and Non-Interest-Bearing Ad- 
vances of the Government ”’ that the additional facilities 
of Frs. 15 milliards voted by Parliament will be included. 
These facilities were granted in order to meet requirements 
until the autumn, in the hope that by that time the 
realisation of the fiscal and economic programme of the 
new Government may enable the Treasury to cover its 
requirements by normal means. 
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Direct or indirect advances to the Government will 
probably attain Frs. 46 milliards by the end of October, 
1937. This includes the bonds of the Caisse Autonome 
(Frs. 5°6 milliards), old non-interest bearing advances 
(Frs. 3°2 milliards), advances authorised by the agreement 
of June 18, 1936 (Frs. 22-1 milliards), new advances 
authorised by the agreement of June 30, 1937 (Frs. 15 
milliards). The total, whichis almost equal to that of the 
present gold reserve, will constitute a disquieting burden 
on the new franc. Admittedly, the reorganised Stabilisa- 
tion Fund was able to recover some foreign exchange 
reserves as a result of the repatriation of capital. The 
Stabilisation Fund, which prior to the change had 
exhausted its gold and foreign exchange assets, remained 
the holder of some Frs. 10 milliards as a counterpart of 
those assets. It took advantage of the turn of the 
tendency to buy fairly substantial amounts of sterling 
and dollars. The technical position of the franc has thus 
improved since the reopening of the Bourse and the 
tendency of the exchange rate was firm during early 
July. Sterling tended to decline from 129, even though 
speculators anticipated a depreciation to 140 to the 
pound, but as more recent events have shown the check 
to the depreciation around Frs. 128—a rate which is 
fairly close to the old Poincaré parity, which was 124-22 
—can only be temporary if the situation of public finance 
does not fundamentally improve. There are already 
indications of fears, as shown by the widening of the 
discount on forward francs. Fears are entertained about 
the difficulties of planning the budget, and about finding 
the funds to meet heavy end-of-year maturities, including 
the £40 millions of sterling credit, and this has led to 
a fresh appreciation of the pound to over Frs. 130. 

Armed with special powers, which were granted by 
Parliament to the new Government of M. Chautemps 
on June 30, the Government began to work, and public 
opinion is bound to admit that until now it has taken 
all the measures necessitated by the grave financial 
situation. Its programme includes, in addition to the 
above-mentioned advance of Frs. 15 milliards from the 
Bank of France, considerable increases of taxes and 
customs duties which, together with the increase of 
railway receipts by Frs. 2} milliards, are estimated by 
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M. Bonnet at Frs. 10} milliards. To give an idea of the 
additional burden these increases represent to the French 
taxpayer, it is sufficient to indicate that the general 
income tax will be raised by 20 per cent. on incomes 
above Frs. 20,000 (£160). This increase is expected to 
vield Frs. 365 millions. Frs. 630 millions are expected 
from the prevention of fiscal fraud, Frs. 375 millions 
from the increase of the turnover tax, over a milliard 
francs from the increase of the tax on coupon securities, 
Frs. 1,400 millions from the increase of the tax on pro- 
duction, Frs. 1,000 millions from the increase on customs 
tariffs, Frs. 700 millions from additional postage charges, 
Frs. 700 millions from the increase of the price of tobacco, 
and a substantial amount from the increase of the railway 
tariff, co-operating both passenger fares and _ goods 
freights. 

Thus France, in the course of the last few years, has 
had the experience of M. Doumergue’s efforts, which 
failed because they did not go far enough; the premature 
deflation of M. Flandin ; the brutal deflation of M. Laval, 
which failed owing to international causes; and the social 
inflation of the Front Populaire, crowned by two devalua- 
tions of the franc without any material economic 
recovery. French public opinion, while willing to submit 
to the new sacrifices, is no longer inclined to tolerate new 
experiments, and demands a policy aiming at securing 
respect for republican traditions, the authority of the 
State and the return of normal monetary and financial 
conditions. This ambition appears to be justified. The 
question is whether the Socialist majority upon which 
the existence of M. Chautemps’ Government depends will 
approve of a policy aiming at economic equilibrium 
which would necessitate a reduction of public expenditure. 


German Banking 
By a Correspondent 


X\HE Reichsbank’s position developed normally 
during June. At the end of May the increase on 
loans was Rm. 574 millions, which is slightly 

under its last year’s figure of Rm. 583 millions. During 
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the first three weeks of June the decline in the amount 
of outstanding loans was in excess of the increase at the 
end of May, the figure being 105 per cent. against 
114 per cent. in 1936. At the end of the half-year the 
extent to which the market availed itself of the facilities 
of the Central Bank was considerable, even though there 
was no particular stringency. There are, however, large 
amounts of promissory notes of the Gold Discount Bank 
falling due, affecting eventually the Reichbank’s return. 
There are also requirements arising from payments due 
on account of taxation. Altogether loans of the Reichs- 
bank at the end of June increased by Rm. 864 millions 
against Rm. 805 millions at the end of last year. This 
increase was even higher than the end-of-year increase 
for 1936. 

During the first half of July, 61 per cent. of the loans 
granted at the end of June were repeated, against 55 per 
cent. last year. In spite of the consolidation of the 
Government’s short-term liabilities through the issue of 
long-term loans the increasing tendency of the Reichs- 
bank’s loans continues, even though at a slower pace. 
Contrary to what happened in 1936, at the end of this 
year the total outstanding loans were below those at the 
end of the previous year. Discounts and loans on 
securities of the Reichsbank amounted to Rm. 5,317 
millions at the end of June against Rm. 4,755 millions 
a year ago, Rm. 5,522 millions at the end of 1936 and 
Rm. 4, 582 willines 2 the end of 1935. In face of the 
further increase of trade activity ae ree above and 
the continuous decline of unemployment, this develop- 
ment is not surprising. Cash requirements have increased 
accordingly, and the total notes and coins in circulation 
amounted to Rm. 6,941 millions at the end of June, 
Rm. 6,349 millions a year ago and Rm. 5,989 millions 
two years ago. 

The German Gold Discount Bank’s outstanding 
promissory notes declined in June to a larger degree than 
in the previous month, owing to the increased rec quire- 
ments of the money market. At Rm. 993 millions it 
declined once more below Rm. 1 milliard, having in 
April last reached the high record of Rm. 350 
millions. The decline in June amounted to Rm. 148 
millions against Rm. 99 millions in May. As the Bank 
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at the same time strengthened its cash position, its 
discounts declined to an even higher degree to Rm. 1,666 
millions against Rm. 1,855 millions a month ago and 
Rm. 1,896 millions two months ago. At the same time, 
however, the Conversion Office for German external 
indebtedness shows a further increase of its investments 
in the money market from Rm. 406 millions to Rm. 431 
millions. Its total liabilities attained Rm. 599 millions 
at the end of June against Rm. 572 millions at the end 
of May. The amount of 4 per cent. sterling funding 
bonds increased from Rm. 75:8 millions to Rm. 78-7 
millions, and that of the 3 per cent. dollar funding bonds 
from Rm. 54-6 millions to Rm. 60-8 millions, while Swiss 
franc bonds declined somewhat from Rm. 72-9 millions 
to Rm. 71-6 millions. 

The monthly return of the German banks for the 
end of May were under the influence of the second 
consolidation loan of Rm. 800 millions, but the tendency 
towards increased liquidity remained evident and, judging 
by the development of the item of outside resources, this 
tendency extended also over non-banking quarters. In 
spite of the subscription to this Government loan by 
customers, the five big Berlin banks increased their 
outside resources in May by Rm. 19 millions, against an 
increase of Rm. 58 millions in April. The “ other 
creditors,” which indicated the deposits of trade and 
private interests, increased by Rm. 80 millions, the 
same as during the previous month. At the same time 
the total repayment of credits again exceeded the new 
credits, so that debtors declined by Rm. 41 millions 
against Rm. 81 millions in April. At the same time 
discounts declined by Rm. 38 millions. The decline of 
the two most important asset items, and the simultaneous 
increase of outside resources, made it possible for the 
banks to increase their holdings of securities by Rm. 92 
millions, of which Rm. 83 millions represented Govern- 
ment loans. Judging by previous experience, it is to be 
assumed that these items will decline once more in the 
course of the next few months as a result of increased 
investment buying by the public. Savings banks, in 
spite of the increase of their deposits, had to use up some 
of their resources as a result of the subscription to the 
new loan. During the first half of 1937 there was an 
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increase of new savings deposits over withdrawals by 
Rm. 370 millions against Rm. 252 millions during the 
first half of 1936, and Rm. 410 millions during the first 
half of 1935. During the second quarter alone the 
surplus was even larger than during 1935. 


Canadian Banking Trends 
By E. B. Roberts 


O-DAY’S heir and successor to Oliver Goldsmith’s 
T Chinese Philosopher might be doubly philosophic 

and trebly quizzical if he looked over banking in 
Canada just now in the light of the much improved liquid 
position of the banks of most nations, touched upon in 
the last report of the Bank for International Settlements, 
and the large increase in note circulation which some of 
the countries record. For there is an abundance of note 
circulation and a superabundance of liquidity. 

This, however, raises the point in banking theory as 
to how far liquidity in itself, or with easy currency 
superadded, is desirable. The subject, direct opposite 
of the “‘ frozen assets’’ which confronted American 
bankers four years ago, seems to have been given slight 
notice and secondary importance by writers on banking 
practice since Gilbart and Rae, no doubt because its 
actual occurrence appeared so remote. Canadian con- 
ditions might now serve as an interesting “‘ case study,” 
not the less significant because purely abstract and 
devoid of any bearing on the single or collective status 
of the banks concerned. 

In June the Bank of Canada reported its note circu- 
lation at $192 millions. This sum compares with $295 
millions in Dominion notes in 1929, the record pre-depres- 
sion year. Of the total, some $38 millions were held in the 
asset lists of the ten chartered banks, as shown in the 
monthly return to the Minister of Finance. In the same 
informative source, a return subdivided into 50 sections, 
notes of chartered banks in circulation were $114 millions, 
compared with $178 millions in 1929. That is, there was 
an effective day-by-day paper currency for ten million 
people of $268 millions. (The total silver and bronze 
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coins issued by the Mint since 1856 would hardly average 
$2-50 a head.) 

There enters at once a distinctive characteristic of the 
Canadian bank system—its intimate dependence on the 
fruits of the earth, of field, forest and fisheries. In fact, 
colonial banks were built on the warehouse receipt and 
the chattel mortgage in pioneer days when they were 
authorised to take transfers of ‘“‘ any cove receipt or any 
receipt by a cove keeper, or by the keeper of any wharf, 
yard, harbour, or other place for timber, boards, deals, 
staves, or other lumber,’ provisions which subsequent 
decennial bank revisions extended to cover bills of lading 
or warehouse receipts for all the products of agriculture, 
forests, mines, quarries, sea, lakes, rivers, and live or 
dead stock, and especially of threshed grain. The last- 
named is now believed tobe the most important single- -crop 
financing by banks carried out in any country. 

A bank’s normal note issue is limited to a sum equal 
to its unimpaired paid-up capital. For the ten banks the 
present subscribed capital amounts to $145,500,000, out 
of $211, 500,000 authorised. By an amendment incor- 
porated in the Bank Act in 1908 banks are permitted to 
issue additional notes to an amount not exceeding 15 per 
cent. of their paid-up capital and reserve, to meet the 
special seasonal demand for cash by farmers and those 
dependent on farming during the usual crop-moving 
months of September to February. Interest on the 
excess over regular issue must be paid to the Minister of 
Finance at 5 per cent. per annum. (As a wartime 
emergency this provision was extended for the whole 
year, “and other curre ncy expansion is allowed on certain 
dollar-for-dollar security lodged with the Minister.) 

Chartered bank notes are for $5 or multiples of five, 
the issue of lower denominations being reserved to the 
Bank of Canada. When the grain moving season ends 
the currency tends at once to resume its old limits. 
There is thus ensured to the Dominion both a sufficiency 
of currency and a ready flexibility and economy in its 
working. 

While no provision has been written into the Bank 
Act as to the amount of gold to be held against note 
circulation or general liabilities, chartered banks are 
obliged to maintain 40 per cent. of any cash reserve they 
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may deem expedient to hold in the form, formerly, of 
Dominion of Canada notes, now Bank of Canada notes. 
The ‘‘ why ”’ of the half-measure has never been made 
clear. A former safeguard, the “ central gold reserves ”’ 
administered at Ottawa under a committee of the statu- 
tory Canadian Bankers’ Association, was merged when 
the new central bank was established two and a half years 
ago. In June chartered banks had on deposit at the Bank 
of Canada $190 millions out of the total of $214 millions 
of all deposits held by the new institution ; a sum about 
equal to its combined reserves of gold and of silver 
bullion. A yearly increase in this reserve is looked for as 
the central bank enlarges its proportion of issue through 
the scheduled statutory reduction of chartered issues, 
Hence the complaint made by several bank managers 
before its establishment that they would be called upon 
to finance the Bank of Canada seems in a fair way of 
receiving corroboration. As with that enactment, too, 
chartered banks lost Ww hat had become almost the vested 
right to handle “ fat ’’ Government transactions, the rub 
at times inclines to become a chafing. 

The liquid position of all banks just now varies 
between the limits of 56 and 84 per cent. for the ratio 
of quick assets to liabilities. The ratio of net reserve to 
notes and deposit liabilities of the new national bank at 
the last weekly statement was 64°45 per cent. Since the 
accumulation of capital awaiting placement revealed by 
these percentages, mentioned in THE BANKER for April, 
there has been, it is believed, a slight intensification 
of the condition. The heavy export of gold from the 
Canadian mines (estimated to approach four million fine 
ounces for 1937) to the United States, where the old 
purchasing rate of $35 an ounce was confirmed by the 
recent supporting action in London, has had little 
apparent effect on banking beyond what has come from 
better generalised business in the mining areas of Ontario, 
Quebec and British Columbia. In fact, the influx of so 
much outside wealth, aided during the summer by the 
ready cash expenditures of American tourists, who 
crossed the international border last year in over four 
million motor-cars, has rather brought some embarrass- 
ment to bankers in the need for a vigilant watchfulness 
to avoid inflationary results in the Dominion. The 
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lessons of the vicious gamble in mining stocks of eight 
years ago have been forgotten, and “ the old game is on’ 

in as sinister a fashion as in the “* wide open " camp days 
of Colorado and California in Toronto, Montreal, Winnipeg 
and Vancouver, despite all that bankers can do by 
exercising prudence in the granting of personal loans. 

As a by-product of this incoming wealth there is a 
growing tendency among the nine provincial Governments 
to impose their own tax and other regulations on mining, 
with little regard for uniform practice among themselves 
and less for the requirements of the centralised Govern- 
ment at Ottawa, which alone has authority over banking. 
Some far-reaching political problems are being opened up, 
not the least through the growing financial vigour some of 
the provinces are acquiring by this vast addition to the 
value of their “‘ natural resources.”’ 

By contrast, parts of the Western provinces are facing 
drought-caused embarrassment for the seventh con- 
secutive year; and there is the paradox to those who 
know farming life elsewhere of 145,000 farm workers 
being on public relief in the month of June. In such 
circumstances, banks have been chary of making advances 
to local authorities in the Prairie Provinces, though many 
schemes have been proposed to secure Dominion Govern- 
ment bolstering of such loans. At the end of the last 
fiscal year loans to provincial Governments by all banks 
only totalled $18 millions and to municipalities $95 
millions, though securities, long and short term, defined 
as Dominion and provincial Government, held by banks 
amounted to $1,123 millions, with $113 millions in 
municipal securities. 

Last winter's Government plan by a fund of $50 
millions to be lent by banks at 3} per cent. over three 
years for home improvement has be en frankly disappoint- 
ing toits sponsors. Only $5 millions had bee n applied for 
up to the end of June, and during May, a “ key ”’ month, 
the average advance was $400 (£80) a-piece. Readers 
accustomed only to brick and stone dwellings will smile 
incredulously to learn that a considerable part of the 
money was spent for paint to preserve or decorate the 
wooden houses which predominate in Canada. ‘“‘ Not 
worth bookkeeping charges ’’ was the crisp comment of a 
branch bank manager to the writer. Yet, as in normal 
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times about 55 per cent. of all Canadian bank loans are 
under $200, the size of loans was not so disappointing as 
the number of applicants. 

No further reduction in interest rates on loans seems 
likely to be adopted to give a fillip to credit. During 
the discussions that preceded the Bank of Canada 
legislation it was amply shown that the annual net profit 
to chartered bank shareholders between 1922 and 1933 
was 6:3 per cent.—not a high yield on investment to 
which the proviso of double liability attaches, a century- 
old feature of Canadian bank law. A reliable computation 
made at the time proved that a general reduction of one 
per cent. in the general level of interest rates would bring 
down shareholders’ profits to about 1} per cent. 

Thus with the cream of Governmental business 
diverted to the coffers of the central bank, and with 
wide-spread readjustments between a one-crop agri- 
cultural system depending on credit and a self-sufficing 
mining industry, chartered bank managements are em- 
ploying all expedients open to them, competitive and 
co-operative, to meet conditions, unlike those reported 
upon by the Bank for International Settlements, not 
entirely due to belated recovery from economic de- 
pression. 

A gradual restoration of earning and spending power 
has, of course, benefited the banks. For instance, bank 
debits for the year ending May at $37,500 millions showed 
an increase of $4,000 millions on the previous year. 
Taken with an increase in public deposits at all chartered 
banks for the same period from $2,101 millions to $2,295 
millions, an actual increased business and an accelerated 
turnover are indicated. Yet, so far as can be inferred at 
present, bankers in the Dominion can do little to hasten 
all-round economic improvement and must themselves 
await the upward trend of trade to usher in the rosy 
epoch men call “‘ good old times.”’ 

A more than theoretic fact which emerges for the 
guidance of bankers is that liquidity, like any other 
virtue, has a top as well as a bottom limit. Is this 
Dominion alone to-day in the discovery of that ex- 
perience? Perhaps one solace may be noted. The past 
two years have done more than theorising argument 
and roods of publicity to refute those monetary dreamers, 
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who fancy that bankers can at a touch, like Oriental 
wizards, make or mar the economic structure of a 
country. Possibly, too, the years have helped to 
disillusion Canadian and American bankers as to their 
own relative importance in such structures. They may 
also have learnt that their position as middlemen, not 
prime producers, will eventually be measured by in- 
telligent, far-sighted service to the community rather 
than by their indispensability. Comment on such points, 
however, may perhaps be more germane to the genius 
of the aforementioned Chinese philosopher 





International Banking Keview 


HOLLAND 

DUTCH banking group, headed by the Twentsche 
A Bank of Amsterdam, has issued a 44 per cent. loan 
of Kr. 12 millions of the City of Oslo at the price 
of 68. The issue is part of a loan of Kr. 24,750,000 and 
the balance has been placed in Norway. This is the 
first foreign issue which has been made since the lifting 
of the embargo on foreign loans in Holland. It is expected 
that since Holland is now suffering from an embarras de 
vichesse, several similar loans will be concluded with 

first-rate borrowers. 

SWEDEN 

The situation of the Swedish commercial banks on 
June 30 allows certain conclusions to be drawn regarding 
the general trend of banking business in Sweden during 
the half year. The outstanding feature during these 
months was the constant increase of bank deposits, 
which since the turn of the year have risen by no less 
than Kr. 225 million to a total of Kr. 4,058 millions. 
At the same time bank advances have risen by only 
Kr. 78 millions to a total of Kr. 4,070 millions. Asa 
result of this disproportionate growth the excess of 
advances over deposits, which a year ago amounted to 
Kr. 163 millions, has now fallen to a trifle of Kr. 12 mil- 
lions. Many factors account for this exceptional easiness 
of the Swedish money market. One of the main reasons 
is, that the industrial concerns, in connection with the 
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general business, briskness and higher profits, have 
accumulated large funds of their own which makes bank 
borrowing unnecessary. In spite of growing production 
great moderation has been shown with regard to new 
capital investments and necessary extensions of plants 
have been financed out of the concern’s own resources. 
Bank credits from less fortunate days have been reduced 
or entirely repaid and others have been converted into 
bond loans. Loans for stock speculations have steadily 
declined as stock exchange operations to an ever-growing 
extent take place on a cash basis. The main factor to 
keep up the volume of bank advances has been the 
upward trend of prices, which caused a rise of the banks’ 
bill discounts. In the meantime the uncertainty abroad 
made all foreign lending and investments a less tempting 
business and the growing proceeds from exports have 
after conversion into home currency flown to the com- 
mercial banks mainly in the form of short-term deposits. 
The Riksbank, which is the recipient of foreign currencies 
from Swedish exporters, had to finance their purchase 
by increased note issues and as a result the volume of 
notes in circulation rose from June 30, 1936, to June 30, 
1937, from Kr. 792 millions to Kr. 872 millions. To this 
must be added a certain influx to the banks of panic 
money from private foreign investors (other than banks 
or bankers), of about Kr. 60 millions since the turn of 
the year. 

This trend of the money market is reflected by the 
commercial banks’ unusually large cash holdings of 
which the greater part is money which has not found 
suitable investment opportunities. The cash abundance 
is particularly noticeable in the case of the Stockholms 
Enskilda Bank, whose cash has increased from a more 
normal level of Kr. 81 millions a year ago to the excep- 
tionally large amount of Kr. 253 millions on june 30. 
During the same period the banks’ advances have 
declined from Kr. 299 millions to Kr. 280 millions. Also 
the other three leading banks are suffering from the 
general money abundance though to a considerably 
smaller extent than the Enskilda, and they have been 
able to increase their advances since June, 1936, the 
Svenska Handelsbanken from Kr. 1,076 millions to 
Kr. 1,110 millions, the Skandinaviska Kredit from 
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Kr. 698 millions to Kr. 713 millions and the Goeteborgs 
Bank from Kr. 358 millions to Kr. 371 millions. 


SWITZERLAND 

The fresh depreciation of the franc resulted in some 
selling pressure on the Swiss franc, as some quarters 
were afraid that it might become necessary for Switzer- 
land to follow the French example. Banking circles are 
convinced, however, that on this occasion there is no 
need for the Swiss franc to move in sympathy with the 
French franc. While in September, 1936, a devaluation 
of the Swiss franc was necessary because Switzerland 
also was out of equilibrium with the world price level, at 
present this is not the case, and since the new depreciation 
of the French franc was made necessary by internal 
conditions in France, there is no need whatsoever why 
Switzerland should follow France’s example. Even from 
the point of view of the competition of French tourist 
industry it is considered certain that prices in France 
will soon rise to a sufficient extent to offset the advantage 
of the depreciated exchange. 

The shareholders’ meeting of the bank Leu & Co. 
decided to discharge all directors but one of liability for 
losses suffered by the bank. In the case of one director 
an exception was made on the ground that the with- 
drawal by this director of Frs. 200,000 in 1935 was a 
act harmful to shareholders and creditors alike. It was 
disclosed at the meeting that the amount of the bank’s 
commitments in Germany was still Frs. 52,880,000. 


AUSTRIA 

The net profits of the Austrian Creditanstalt for the 
last business year amounted to Sch. 4,846,000, of which 
Sch. 1,250,000 goes to the general reserves and 
Sch. 1,700,000 to the pensions fund. It was decided to 
reduce the capital from Sch. 167 millions to Sch. Io1 
millions. The nominal value of the preference shares 
held by the Austrian Government and by foreign 
creditors has been cut from Sch. 500 to Sch. 375, while 
ordinary shares were reduced from Sch. 500 to Sch. 250. 


HUNGARY 
A new standstill agreement has just been concluded 
in connection with the general settlement of the external 
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debt. For a period of three years, standstill creditors 
are to receive 5} per cent. per annum, of which I per 
cent. represe ats: interest and 4} per cent. capital redemp- 
tion. Although the total received by the creditors 
increases, the fact that the rate of interest has been 
reduced to I per cent., and that the arrangement has 
been fixed for three years has caused some dissatisfaction 
among banking creditors. One member of the British 
committee resigned in consequence of his disapproval of 
the terms. 
YUGOSLAVIA 

A conference was held recently concerning the 
Yugoslav bank reform. The Governor of the National 
Bank declared that all the conditions for successful 
reorganisation now existed. On Government initiative, 
farmers’ debts have been liquidated, partly by trans- 
ferring the arrears to the Government. Thanks to the 
economic improvement, many of the formerly bad debts 
have become liquid again. The monetary situation has 
also improved, and the National Bank is now in a 
position to intervene whenever necessary. Since 1931, 
298 banking institutions have been granted moratorium 
and 318 institutions have been given substantial safe- 
guarding measures; 18 banks were liquidated and two 
reorganised. Between the end of 1935 and September 30, 
1936, the amount of liquid assets of the banks increased 
from 5,917 million dinars to 6,641 million dinars, while 
the amount of frozen assets declined from 4,308 million 
dinars to 3,981 million dinars. Should the economic 
improvement continue, it is expected that the funda- 
mental reorganisation will be carried out at the end of 
this year. 

ARGENTINE 

A decree has just been issued, by virtue of which all 
firms dealing in foreign currencies will henceforth come 
within the jurisdiction of the Central Bank. Institutions 
authorised to deal in foreign exchange will be subject to 
the same regulations as the Bank and will not be allowed 
to engage in export or import business. Nor will they 
be allowed to participate in import or export firms. All 
requests for permission to operate in foreign exchange 
will have to be made through the Central Bank and 
submitted to the Government. 
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CHINA 

The Chinese Legislative Assembly has just passed a 
bill for the establishment of a Central Reserve bank. It 
embodies most of the suggestions made by Sir Frederick 
Leith-Ross in 1935. In order to reduce the possibility 
of political interference, it has been provided that the 
Governor of the Bank shall not be permitted to hold a 
Government post; 60 per cent. of the bank’s capital 
will have to be held by the public. The capital will 
amount to $50 millions, of which $20 millions will be 
held by the Government. Of the remaining $30 millions, 
half will be held by the banks and half by investors. 
The bank will have the sole right of issue of bank notes 
and subsidiary coins. It will act as the Government’s 
fiscal agent. All notes which are at present in circulation 
will have to be withdrawn within four years and replaced 
by the notes of the new bank. 

Signor Alberto de Stefani, former Italian Finance 
Minister, has been invited by the Chinese Government to 
go to China to advise the Government on financial matters. 

* * ok 


In an article entitled “ Italian Banking Changes” in the 
June issue of THE BANKER on page 220 a typographical 
error occurred which we are pleased to rectify. The profit of 
the Banco di Roma rose from 5 million lires toro million and 
not as stated from 8 million lires to 10 million. The profit 
of the Banco di Roma from 193 35, to 1936 was thus doubled. 


F ‘Books 


ELEMENTS OF Economic THEORY. By ErRicu ROLt. 
(London, 1937: Oxford University Press. Price 
5s. net.) 

PROFESSOR ROLL’s little book proceeds on orthodox 
lines, even though the author confesses that he is not 
necessarily unsympathetic to the many criticisms directed 
against major and minor aspects of orthodox economics. 
Undoubtedly it is the correct line of approach to make 
beginners acquainted first with the “ classical ’’ doctrines, 
whether or not the author is fully in agreement with 
them, and leave their criticism for a more advanced stage. 
For it is one thing to acquire the first broad outlines of 
economic science as it is currently taught, and then con- 








la 


ick 
ity 
the 
la 
tal 
vill 

be 
ns, 
yrs. 
tes 
it’s 
ion 
ced 


nce 
to 
ers. 


the 
ical 
t of 
and 
ofit 
led. 


LL. 
rice 


dox 
not 
ted 
ics. 
ake 
nes, 
vith 
ge. 
s of 
‘on- 








BOOKS 183 


sciously to depart from it, and another to dabble in 
radical theories without first possessing the orthodox 
background. In the concluding part of this book Profes- 
sor Roll foreshadows some of the controversial problems 
that confront the more advanced student. 





In DEFENCE OF CAPITALISM. By JAMES H. R. CROMWELL 
and HuGco E. Cz—ERwonky. New York, 1937. 
(London: Charles Scribner’s Sons. Price, 12s. 6d. 
net.) 

HERE are two practical men, a successful business 
executive and an engineer, who have set themselves the 
task of teaching economists a lesson. That economists 
badly need to be taught many a lesson by practical people 
is beyond doubt. Where practical people usually go 
wrong is that instead of making the wealth of their 
practical experience accessible to theoretical economists, 
they trespass on the latter’s own preserves, where they 
are hopelessly at a disadvantage. In the present instance, 
the authors, in common with many others, expect to be 
able to carry conviction for their views by reducing them 
to the form of diagrams. They declare that if contem- 
porary economists are unable to refute these diagrams 
upon which their fundamental thesis is based, then their 
analysis is incontrovertible. This, of course, presumes 
that all the contemporary economists will now set them- 
selves the task of trying to refute those diagrams—which, 
to say the least, is doubtful. 





AUFGABEN DES GELDES. By EpuARD Lukas. (Stuttgart, 
1937: Verlag, W. Kohlhammer. Km. 21 net.) 

GERMAN authors appear to have lost nothing of their 
thoroughness through the changes that have taken place 
in their country in recent years. Dr. Lukas’s work is a 
remarkable example of painstaking scholarship. Its 
main object is to establish a link between the develop- 
ments in monetary theory abroad and the development in 
monetary practice in Germany. In particular the author 
analyses Mr. Keynes’s theory from the German angle. 
The size of the book will doubtless discourage many 
German-speaking students in this country from tackling 
it, but there are particular chapters, such as Chapter 
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XXIII, dealing with the German managed currency, 
Chapter XXXI, providing a theoretical basis for the 
German expansionary policy, and Chapter XXXIII, 
dealing with the isolation of the monetary system from 
international influences, which deserve special attention. 





STATISTICAL YEAR BOOK OF THE LEAGUE OF NATIONS, 
1936-37. (Geneva, 1937: The League of Nations. 
London: Allen & Unwin. Price, Paper, Ios., 
Cloth, 12s. 6d.) 

THE publication of the annual statistical volumes of 
the League of Nations is always a welcome event, but the 
period which this last volume covers is particularly 
interesting. During the twelve months under review the 
world experienced the devaluation of the gold bloc, the 
acceleration of trade recovery and the rise in commodity 
prices, the development of the re-armament race and, 
last but by no means least, the gold scare. All these 
developments necessitate comparisons of recent figures 
with those of previous periods and the statistical material 
for such comparisons is provided by the League year book 
in a most convenient form. From the point of view of 
banking readers, the sections on currency statistics, prices 
and public finance is by far the most interesting. 





THE £{s.d. OF NATIONAL DEFENCE. By P. M. RAE 
with a Foreword by Dr. PAuL Er1nzic. (London, 
1937: William Hodge & Co. Price 6s. net.) 

Miss RAE’s little book gives a survey of the wide 
range of problems dealing with the economic requirements 
of national defence. It examines the question whether 
re-armament should be financed by taxation or borrowing. 
Mr. Chamberlain’s original National Defence contribution 
scheme is discussed, and the expediency of new kinds of 
taxation such as a tax on capital appreciation or capital 
wo is also examined. The various methods of financing 

e-armament by borrowing are scrutinised. The author 
is emphatically against any increase in interest rates and 
believes the Government should go to considerable lengths 
to prevent it. The effect of re-armament on the price 
level, exchange rates and trade is discussed in detail. 
While the greater part of the book deals with essential 
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financial problems, there are several chapters dealing with 
problems of industrial organisation, food and raw material 
supplies, foreign trade, etc. A special chapter is devoted 
to the examination of the situation that will arise when the 
re-armament race comes to an end. 





THE PROBLEM OF INTERNATIONAL INVESTMENT. A 
Report by a Study Group of Members of the Royal 
Institute of International Affairs. (London, 1937: 
Oxford University Press. Price 18s. net.) 

Tuts book is the result of the labours of a small study 
croup headed by Mr. H. D. Henderson. It is a study of 
the recent history and present background of international 
investment, and is divided into two parts. Part I 
contains an analysis of the conditions in which long- 
term capital may move between countries, with special 
reference to the limiting conditions existing to-day, or 
which may be expected to exist in the future. Part II is 
a survey of the post-war history of international invest- 
ment. The book contains a great deal of useful statistical 
and factual material and expresses interesting and 
stimulating views. 


MANAGED Money. By the Rt. Hon. JoHn W. HItts, 
M.P. (London, 1937: Philip Allan & Co. Price 
6s. net.) 

Major HILts has made an interesting contribution to 
the discussion of monetary problems. His book is a sane 
examination of the situation created by the Tripartite 
Agreement. The author discusses the conditions in which 
it will be safe to stabilise. He is strongly against the 
repetition of the mistake of 1925 and against deflation in 
general. His reform proposals are sane and moderate. 
He believes that the authorities in charge of the monetary 
management of this country should include representa- 
tives of the business world, as well as of the Treasury and 
the Bank of England. The final control of Parliament 
must be left undisturbed. Major Hills points out the 
anomaly that at present the fiduciary issue can be reduced 
by the Treasury and Bank of England without Parliament 
having anything to say in the matter. He believes that 
Parliament should be able to veto a reduction as well as 
an increase. 
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THE BUILDING SOCIETIES YEAR Book, 1937. Edited by 
GEORGE E. FRANEy, O.B.E. (London, 1937: 
Franey & Co. Price 7s. 6d. net.) 

Tus valuable work of reference contains a full alpha- 
betical list of the Building Societies of the country. There 
is another list, in greater detail, of all those societies which 
have accepted the new Code of Ethics and Procedure 
and are members of the Building Societies Association. 
The volume is the official handbook of the Association. 
Some interesting graphs show the increase in total assets 
from £65,000,000 in 1913 to £77,000,000 in I9gIg and 
to £656,000,000 in 1936; in share capital and deposits 
from {61,000,000 in 1913 to £73,000,000 in IgIg and to 
{622,000,000 in 1936; and the rise in advances from 
{9,000,000 in 1913 to {16,000,000 in 1919 and to 
£140,000,000 In 1930. 

How SHALL I [INsuRE ? By F. G. CuLtmMER. (London, 
1937: Sir Isaac Pitman & Sons. Price 2s. 6d. 
net.) 

Tuis book should be useful not only to prospective 
life policy holders but to bankers and bank managers 
whose advice is frequently sought by their customers 
about insurance matters. The various schemes of Life 
Assurance are considered and explained and attention is 
drawn to the many modern types of policy issued by 
practically all the leading life offices. 


PUBLICATIONS RECEIVED. 

Dit DEUTSCHEN HyYPOTHEKENBANKEN. A COLLECTION 
OF Essays. (Berlin, 1937: Verlag, Carl 
Heymanns. Price Rm. 6 net.) 

Et VALOR ADQUISITIVO DE LA MONEDA. EmILio G. 
BARRETO. (Lima, 1936: Editorial Lumen. Price 
not stated.) 

Easy Money. By Lionet D. Epre. (London, 1937: 
Oxford University Press. Price 8s. 6d. net.) 
3RITAIN IS PAWNED. By VINCENT PANTIN. (London, 
1937: P.S. King & Son. Price 5s. net.) 

A STuDY OF THE CAPITAL MARKET IN Post-WAR 
BrITAIN. By A. T. K. Grant. (London, 1937: 
Macmillan & Co., Ltd. Price 12s. net.) 
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AN OUTLINE OF STATISTICS. By SAMUEL Hays. (Lon- 
don, 1937: Longmans Green & Co. Price 6s. 
net.) 

MONEY AND THE MACHINE AGE. By T. W. Wyatt. 
(London, 1936: P.S. King & Son. Price 2s. 6d. 
net.) 








“SOCIETE GENERALE 


pour favoriser le développement du Commerce et de I'Industrie en France. 


(Incorporated in France with Limited Liability.) 
Head Office: 29 BOULEVARD HAUSSMANN, PARIS. 

SUBSCRIBED CAPITAL - - - - - Frs. 625,000,000 

PAID-UP CAPITAL - - . - - - Frs. 322,401,500 

RESERVE FUND & UNDIVIDED PROFITS - Frs. 417,465,396 

DEPOSITS AS AT 31st DECEMBER, 1936 -Frs. 9,053,398,754 
LONDON OFFICE - - - 105, OLD BROAD STREET, E.C.2. 
WEST END BRANCH - - 11, WATERLOO PLACE, S.W.1. 
Wer 1,400 branches in France and North Africa. Afhliated Banks and Sinsicianailiaii in all parts of the World. 
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Bank Meeting 
STANDARD BANK OF SOUTH AFRICA 


NCREASED BONUS AND CARRY-FORWARD 
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The Tivoli Corner of the Bank of 
England Then and Now 
By Professor C. H. Reilly 


S a piece of pure scenery what a fine thing was 
Sir John Soane’s Tivoli corner of the Bank ! 


It was, and still is in part, that rich corner of 
fluted columns and frieze copied from the Temple of 
Vesta at Tivoli which turned the difficult acute angle 
from the long plain wall to Princes Street to that to 
Lothbury. If ever an architect had a genuine gift for 
this sort of improvisation Soane had. The whole thing 
was of course a pure piece of swagger serving no utilitarian 
purpose at all. The lower part with its quadrant of 
four sturdy columns and rich frieze, flanked by a couple 
more projecting ones as bastions at either end, is an 
example of just that playing with classical motives 
and rearranging them into standard groupings which 
first the Romans indulged in and then their Renaissance 
followers from the fifteenth century to the present day. 
There was and is nothing original in it. A first year 
student in a school of architecture with the use of the 
school library could design and draw it if “‘ design ”’ is 
the right word at all for the mere process of adjusting 
standard forms. Perhaps “ standard” is not quite the 
right word in this particular case for the Corinthian 
order, which Soane here chose, is much stronger and 
richer in general effect than usual. In choosing it 
therefore to enrich his long blank walls at their meeting 
point Soane exercised discretion if not exactly power 
of design. Where that however came in, and came in 
very strongly, was in everything above the cornice. 
Yet all that now, most unfortunately, save the elegant 
little urns left stranded by themse ‘Ives and with nothing 
to back them up, has disappeared. Look in the first 
illustration at this strange scenery of Soane’s in its 
original state setting back above and behind the columns 
and with no background but the sky. What strange, 
original and striking shapes it is made of! You may 
say it is perhaps in parts a little clumsy and certainly 
meaningless. I should not deny either adjective but 
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Photograph) [Humphrey & Vera Joel 


. THE TIVOLI CORNER BEFORE ALTERATION SHOWN IN CONNECTION WITH 
RATION ONE OF THE FLANKING WALLS. 
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Photograph [Humphrey & Vera Jos 


THE TIVOLI CORNER AS IT IS TO-DAY WITH NEW DOME AND 
CUPOLA BEHIND IT 
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Photograph 7 z 
Humphrey Vera Joel 


THE NEW BRONZE FIGURE OF ARIEL CROWNING THE NEW CUPOLA. 
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Vera Joel Photograph eS ee 
eee THE NEW ARCHES IN THE SOANE WALL. 
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Humpbhn I'era Joel 


THE VIEW THROUGH THE SOANE COLUMNS WHICH HAS BEEN OPENED UP. 
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the columns below are rather clumsy, too, and equal 
meaningless. Yet how well this composition of stran 
stubby pilasters culminating in its low pediment com- 
pares with the portico below! How well, in spite 
its novel detail largely invented and not copied fri 
any book or antique, it carries on the spirit of the ri 
capitals and of the frieze with its sacrificial emblem 
Chose scrolls, too, to the end features above the bastio 
of coupled columns are just the right finish against thie 
sky. We seem totally unable to-day to invent new 
decorative features and detail, whether for our classical 
buildings or for our constructivist ones. Here, then, 
was a man who could do it, yet just where he did it 
we in our generation have swept it away leaving only t 
copied columns standing and the little urns, so ate rly 
designed to contrast with the heavy masses behind them, 
now all nude and lonely. I would have liked to have 
praised the new form of this famous corner but I cannot. 
Like Balaam I must do the reverse. The drama, the 
verve, the excitement and interest of that admitted but 
admirable piece of scenery, as seen from the street, have 
gone. It is now, as will be found in the third illustration, 
but an approach, an over-elaborate step, to a common- 
place little cupola above a low dome which itself is but 
a subsidiary feature to the cliffs of the great hotel rising 
behind. Before it was a surprise, a thing of complete 
and strange and unexpected beauty to find in the city. 
Externally then there is nothing to be said for the change 
and a great deal to be said against it. The city is the 
poorer for the loss of one more touch of the imagination 
of which Soane was a master. There is, no doubt, 
the new bronze figure of Ariel, by Mr. Charles Wheeler, 
A.R.A., crowning the cupola, pleasant and interesting 
enough in itself from close at hand but of indistinct and 
confused outline from a distance and totally out of 
character I suggest with the strictly Soane columns. 
The interior is a different matter. Here the archi- 
tects, Sir Herbert Baker, R.A., and Mr. Scott, have 
turned the Soane scenery to some practical purpose 
but that of course is not the function of scenery. They 
have given the public a short cut by making a passage 
through it, approached by arches, fine in themselves, 
though I am not sure they are happy —no, I am quite 
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sure they are not—with the almost Egyptian character 
of the Soane walls through which they are cut, a character 
which instinctively avoided the use of the arch. These 
walls, I notice, have been shorn of some of his distinctive 
detail, the panels in the frieze, for instance, and the 
tapering niches below them, in order, I suppose, to tame 
them to the English domestic character of the new work. 
Poor Soane! His frieze panels had an object: they 
were clearly to make the transition from the rich frieze 
above the columns to the plain one along the walls less 
abrupt. Illustration number 6 shows the abruptness 
of the new transition as it is to-day. 

However this last illustration shows the new arches 
and illustration number 7 the new interior behind the 
columns to which the arches lead and the view through 
the columns outwards which has been opened up. 
[t is a pretty thing. If you can forget Soane’s columns 
at the side of the arches, these latter with their broad 
soffites, owing to the thickness of Soane’s wall, when 
seen one behind the other, looks interesting and mildly 
dramatic. They not only make a new short cut for the 
public but they lead to a new view of a London street 
seen through columns. Such is, of course, a rather charm- 
ing view and will be beloved of amateur photographers, 
but at what expense architecturally has it been made! One 
can always be carried away by the pomp of useless 
porticos especially when standing inside them. One feels as 
if one had strayed by accident into some royal palace. 
[his interior is then a new toy given to the city by the 
bank. I suppose the city should be grateful for it as a 
sort of small dole after all it has lost by these alterations 
and additions. The bank building which was once majes- 
tic is now like the overgrown private residence of some 
plutocrat of more than Rockefeller proportions. This 
portico, from bei inga mysterious piece of scenery hinting 
at the fabled wealth within, and lit by the magic of a 
great architect's imagination, is now merely that part 
of a rich man’s palace in which of his condescension 
he allows the public to wander. I see nevertheless after 
all this, the bank has erected a statue to Soane. When 
one has destroyed a man’s best work, I suppose it is 
the gentlemanly thing to do. 
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